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PREFACE TO THE SECOND EDITION 


The first edition of this essay has been out of print 
for some time, but apparently some demand for it 
continues. I have therefore taken advantage of the 
publisher’s decision to reprint to introduce certain 
alterations and improvements which experience since 
it was first written seemed to make desirable. 

In making these revisions I have not found it 
necessary to change substantially the main trend of the 
argument. Public criticism has tended to focus upon 
the denial in Chapter VI. of the scientific legitimacy 
of interpersonal comparisons of utility. I am afraid 
that without the least disposition to be intransi- 
gent, here or elsejvhere, I am still quite unconvinced. 
I contended that the aggregation or comparison of 
the diScrent satilfactions of different individuals 
involves judgments of value rather than judgments 
of fact,_arid^that such judgments are beyond the 
acbp*e of positive science. Nothing that has been 
said by any of my critics bas persuaded me that 
this contention is false. Beyond a few supplementary 
remarks intended to elucidate matters fiiither, there- 
fore, I ‘have left this section unaltered. I hope that 
my critics (some of whom seemed to assume that I 
was a very combative fellow indeed) will not regard 
this as a gesture of unfriendly defiance. I assure them 
I am not at aU cocksure about any of my own ideas. 
But, in spite of the disposition of some of them tc? 
refer to this and other well-known propositions ns 
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“Robbinsian Economics,” it is not my own, and the 
weight of the authorities by whom it has pro- 
pounded encourages me to believe that in this case, at 
least, my own lights have not led me astray. 

On the other hand, many of my critics have in- 
ferred from my arguments in this connection certain 
precepts of practice which I should be the first to 
repudiate. It has been held that because I attempted 
clearly to delimit the spheres of Economics and other 
social sciences, and Economics and moral philosophy, 
that therefore I advocated the abstention of the 
economist from all interest or activity outside his 
own subject. It has been beld — in spite of activities 
which I feared had become notorious — ^that [ liad 
urged that economists should play no part in shaping 
the conduct of allairs beyond giving a very prim 
and restrained diagnosis of the implications of all 
possible courses of action. My friend Mr. Lindlcy 
Fraser was even led to urge upon me in an article en- 
titled “How do we want Economists to Behave V' more 
socially-minded behaviour. Where" so many have mis- 
apprehended my intentions, I cannot Qatter myself 
that I was free from obscurity. But I do plead that 
I did in fact state the contrary — as T thought, mo-st 
emphatically. In a footnote to Section 6, Chapter V., 
I stated, “It is more accuracy in mode of statement, 
not over-austerity in speculative range, for which I 
am pleading”, and I went on to urge that economists 
have probably high differential advantages as sociolo- 
gists. And in Section 4- Chapter VI., I went on to 
say: “AH this is not to say that economists should not 
d^ver themselves on ethical questions, any more than 
an argument that botany is not esstb^ics is to say 
that botanists sbould not have views d^'thoir own on 
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tho lay-out ol’ gardens. Ou the contrary, it is greatly 
to be desired that economists should have speculated 
long and widely on those matters, since only in this 
way will they bo in a position to appreciate the im- 
plications as regards given ends of problems which are 
put to them for solution.” I can only add to this that 
1 quite agree with Mr. Fraser that an economist who 
is only an economist and who does not happen to be 
a genius at his subject — and how unwise it is for any 
of us to assume that we are that — is a pretty poor 
fish. I agi’ec, too, that by itself Economics affords no 
solution to any of the important problems of life. I 
agree that for this reason an education which consists 
of Economics alone is a very imperfect education. I 
have taught so long in institutions where this is re- 
garded as a pedagogic axiom that any omission on 
my part to emphasise it further is to bo attributed to 
the fact that I assumed that everybody would take it 
for granted. All that I contend is that there is much 
to be said for separating out the diflerent kinds of 
propositions involved by the different disciplines 
which are germane to social action, in order that we 
may know at each step exactly on what grounds we 
axe deciding. I do not believe that Mr. Fraser really 
disagrees with me here. 

In exactly the same way I would plead that it is 
a complete misunderstanding of my position to con- 
tend th^b because I have emphasised the conventional 
nature of the assumptions underlying many of the so- 
called “measurements” of ecbuomic phenomena, 1 am 
therefore “opposed” to the caftying out of operations 
of this sort. It does seem to me to be a matter of great 
importance to recognise very clearly that in com- 
puting such aggregates as the national income or tho 
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national capital we are making assumptions which 
are not reached by scientific, analysis, but which are 
essentially conventional in character. But, as I urged 
in the body of the essay (pp. 57 and 62), this is not in 
the least to say that, provided we are fully conscious of 
the implications of our procedure, there is any objection 
to such computations. 0)1 the contrary, it is clear that 
not enough of this sort of thing has been done in the 
past, and that much is to be expected from its exten- 
sion in the future. Recognition of this, however, is 
not incompatible with the view that it is desirable 
to know at each step where we are merely recording 
facts, and where we arc evaluating these facts by 
arbitrary measures, and it is just because these 
things are so frequently confused that I still main- 
tain that emphasis on their dissimilarity is not 
uncalled for. 

There is, however, a part of the essay where re- 
vision has seemed to be much more ■incumbent. I have 
never been satisfied with the chapter on the nature of 
economic generalisations. I am not conscious of any 
fundamental change of opinion on these matters. But 
T do think that in my eagerness to bring out as 
vividly as possible the significance of certain recent 
innovations I was led in certain places to a simpliSca- 
tion of emphasis and to a looseness in the use of 
logical terms, apt to be misleading outside the context 
of my own thought : and the fact that, while some 
critics have reproached me with “barren scholas- 
ticism”, others have accused me of “behaviourism”, 
has not permitted me completely to comfort myself 
- with the belief that I elucidated satisfactorily the 
correct position between these extremes. Accordingly 
I have rewritten large parts of this chapter, and I have 
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also extended its scope to cov^er certain more complex 
topics, 8u«h as the meaning of the assumption of purely 
cational conduct, which, in the earlier version, T had 
omitted in order not to overload the exposition. I am 
afraid this makes this part of the book at once more 
difficult and more contentious. But although I am 
acutely aware of its imperfections, it satisfies my con- 
science more than my earlier attempt to deal with such 
matters only by implication. The opening section of 
Chapter V. has also been rewritten, and I have intro- 
duced additional paragraphs in Section 2, in which 1 
develop a little further ray reasons for believing the 
importance of the contrast between the qualitative 
laws discussed in the preceding chapter and tire quan- 
titative “laws” of statistical analysis. I have also 
added short sections in Chapters IV. and V. dealirig 
with the relations between statics and dynamics and 
the possibility of a theory of economic development — 
matters upon which there seems to exist some unneces- 
sary confusion. I hope that the changes I have made 
will be acceptable to my friends Professor F. A. von 
Hayek, Dr. P. N. Rosenstein Rodan and Dr. A, W. 
Stonier, whose advice and criticisms on these diffi- 
cult matters have taught me much. They naturally 
are not responsible for any mistakes which may have 
crept in. 

I have wondered very much what I ought to do 
about tBe various attacks on my work which have 
been made by Professor R. W. Souter. I have read 
Professor Souter’s strictures with interest and respect. 
As I have said already, I am not convinced by anything 
that he says about what he calls the “positivism” of 
my attitude. So far as this part of his case is con- 
cerned Professor Souter must demolish, not me, but 
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Max Weber: and I think Max Weber still stands. But 
with much of what he says,, particularly with regard 
to the desirability of transcending the rather trite 
generalisations of elementary statics, I am in cordial 
agreement. Where I part company with him is in 
the belief that it is possible to do this without sacri- 
ficing precision and without regarding the essential 
static foundations as useless. My acquaintance with 
the findings of modern mathematical physics and 
astronomy is not great, but I question whether the 
eminent scientists to whom he makes appeal would 
share his apparently very low opinion of the methods 
of mathematical economics, however much they felt 
that its results were still in a very elementary stage. 
In this respect I am in fairly complete agreement 
with what has been said already by Professor Knight.* 
I cannot help feeling, too, that, so far as this essay 
is concerned, one or two inadvertent acerbities of 
exposition have so angered Professor Souter that he 
has really misunderstood my position much more 
than would otherwise have been the case. I regret 
this, but it is difficult to know what to do about 
it. At one or two points 1 have tried to make things 
clearer. But to defend myself against all these mis- 
understandings would involve so great an overloading 
with personal apologia of what is perhaps already an 
unduly protracted essay that I fear I should become 
totally unreadable. I do not wish to apifear dis- 
courteous, and I hope, if time permits me to complete 
various works now projected, to be able to do some- 
thing to persuade Professor Souter that my claim that 
he has misunderstood me is not unjustified. 

1 “Eoonomio Soienoa it) Recent Dieonseion", Ameritan Meonomie Jleuuiw, 
Tol. xsIt., pp. 225-238. 
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For the rest I have made only small changes. I 
•have dele^ed certain footeotes whoso topical relevance 
has waned, and I have endeavoured to eliminate 
certam manifestations of high spirits no longer in 
harmony with present moods. But nothing short of 
complete rewritnig could conceal the fact that, for 
bettor or worse, the essay was written some time 
ago — large parts of it were conceived and drafted 
years before publication — and although I think it is 
perhaps worth reprinting, J do not think it is worth 
the time that that would involve. So with all the 
crudities and angularities that remain J commend it 
once more to the mercies of its readers. 

LIONEL ROliUlNS. 

The London Sohool oir Eoonomios, 

May, 1935. 
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The purpose of this essay is twofold. In the first 
place, it seeks to arrive at precise notions concerning 
the subject-matter of Economic Science and the 
nature of the generalisations of which Economic 
Science consists. Secondly it attempts to explain the 
limitations and the significance of these generalisa- 
tions, both as a guide to the interpretation of reality 
and as a basis for political practice. At the present 
day, as a result of the theoretical developments of the 
last sixty years, there is no longer any ground for 
serious differences of opinion on these matters, once 
the issues are clearly stated. Yet, for lack of such 
statement, confusion still persists in many quarters, 
and false ideas are prevalent with regard to the pre- 
occupations of the economist and the nature and the 
extent of his competence. As a result, the reputation 
of Economics suffers, and full advantage is not taken 
of the knowledge it confers. This essay is an attempt 
to remedy this deficiency — ^to make clear what it is 
that economists discuss and what may legitimately 
be expected as a result of their discussions. Thus on 
the one hand it may be regarded as a commentary 
on the methods and assumptions of pure theory: on 
the other hand, as a series of prolegomena to work 
m Applied Economics, 
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The object of the essay necessitates the taking of 
brt^ad views. But my aim .throughout has been to keep 
as close to earth as possible. I have eschewed philo- 
sophical refinements as falling outside the province in 
which I have any claim to professional competence; 
and I have based my propositions on the actual 
practice of the best modern works on the subject. 
In a study of this sort, written by an economist for 
fellow-economists, it seemed better to try to drive 
home the argument by continual reference to accepted 
solutions of particular problems, than to elaborate, 
out of the void, a theory of what Economics should 
become. At the same time, T have tried to bc 
brief. My object has been to suggest a point of view 
rather than to treat the subject in all its details. To 
do this it seemed deskable to be concise even at the 
expense of sacrificing much material which I had 
originally collected ^ I hope, however, at a later stage 
to publish a work on general Economic Theory in 
which the principles ’here laid down are further illus- 
trated and amplified. 

For the views which I have advanced, I make no 
claim whatever to originality. I venture to hope that 
intone or two instances I have succeeded in giving 
expository force to certain principles not always 
clearly stated. But, in the main, my object has been 
to state, *as simply as I could, propositions which are 
the common property of most modem economists. 
I owe much to conversations with my colleagues and 
pupils at the School of Economics. For the rest 
I have acknowledged in footnotes the debts of which 
I am chiefly conscious. I should like, however, once 
more to acknowledge my especial indehtedness to 
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the works of Professor Ludwig von Mises and to tlio 
Commonsense of Political Economy of the fate Plylip. 
Wicksbeed. The considerable extent to which I have 
cited these sources is yet a very inadequate reflection 
of the general assistance which I have derived from 
their use. 

LIONEL BOBBINS. 

Tut LoHDOir ScBooi. oir laoNOMios, 

Tehmaiij, 1932. 
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CHAPTER 1 

THE SUBJECT-MATPEE OE ECONOMICS 


1. The object of this Essay is to exhibit the nature 
and significance of Economic Science. Its first task 
therefoie is to delimit the subject-matter of Economics 
— to provide a working definition of what Economics 
is about. 

Unfortunately, this is by no means as simple as 
it sounds. The efforts of economists during the last' 
hundred and fifty years have resulted in the establish- 
ment of a body of goneraliBation.a^hose substantial 
accuracy and importance are open to question only 
by the ignorant or the^pfiivfirsB.-But they have 
achieved no unanimity concerning the ultimate nature 
of the common subject-matter of these generalis^ 
tions'^The central chapters of the standard works on 
fisonomics retail, with only minor variations, the 
main principles of the science. But the chapters in 
which the object of the work is explained still present 
wide divergences. We a ll talk a bouji. the sa me thing^ , 
but we have not yet.agreed whatjt is we are talkin|g; 
about.^ 


1 L«at this should be thought an OTeistatement I subjoin below a lew 
oharActenstio defimtions I hare confined m 7 choice to Anglo-Saxon 
hteratuie beoause, as will be shown later on, a more satisfaotcry slate ot 
affairs is ooming to pi avail elsewhere ‘ ‘Eoonomice i s a etud^of mankind in 
t he ordinary businesB ot life, it examines that part of individual an3~ao'oIU 
action whioh is most oKbsSly Muneoted” with 30 aUMnmeiil Mdjwitfi 
' use o t tlw matenak reguiwtea ot we^- being" (liarshallj PrvmpUs', p 1) 



2 SIGNIFICMCJi OF ECONOMIC SCIISNCE on 

Tills IS not m auy way aa unexpected or a diogiaco- 
ful circumstance As Mill pointed oat a liuifdied y^a^s 
ago, the definition of a science has almost mvaiiably, 
not preceded, but followed the creation ol the science 
itself. “Like the wall of a city it has usually bee^ii 
erected ,"nof 'to be a 'receptacle lor au3i edifices aa 
might afterwards spring up, but to ciicumscribe an 
aggregate already in existence.”^ llriflecdj^ it follows 
from the very nature of a science that until it ha,s 
reached a oertaiu stage of development, definition of, 
its scope is necessaiily impossible) For the unity of 
a'science only shows itself in the unity of the problems 
it is able to solve, and such unity is not discovered 
until the interconnection of its explanatory principle's 
has been established.® Modern Economics takes its 
rise from various separate spheres of practical anti 
philosophical enquiry — from investigations of the 
balance of trade — from discussions of the legitimacy 
of the Lakmg of interest ® It was not until quite recent 
times that it ha_d become safliciently unified for the 

<‘£conoinioa la thu science wjiicIi.Ueats ,pbrnomen»Jiuin tlie atundgointd 
pnoe” pinvenpoii, Ecmumxa of Enttr^me, p. 26)r_‘"J'ho Poht)o.il 

Economy la the explEuation of the general causea on which the material wcl 
faro oi human Bomga depends’,,’' (Caiman, Eiementary PMuid J^oiumy, p, 1 j 
“It la too wide a definition to speak of Economics aa'the sTisnco of tCi 
matei lal aide of human welfaie.’’ Boonomica is "the Btudy;^'of the general 
methods by which men oo operate to meot thmr mateilal needs’’ ^veiidgej^ 
Eamomtu aa a Ltbaat Efiueaiion,~^<icmpmtm,' vol, i„ p koouomics, 
according to fiofessoi Pigou, is the study of eoonomio welfaie, Monomto 
welfaie biiing defined aa “ that^itof weUais i^foti con be hi ought directly 
01 indileotly into relation with the ineasuimg rod of money” {iliAtnomua of 
.'U’e(/'ar«,3i(f edition, p 1) The sequel will show how widely the implications 
oHheso definitions diverge from one anoth^ 

’’’ ~i Onaetded Queatuma of Pohtioal Economy, p 120. 

■ “Nioiit die ‘aachhohen' Zuaammenhfinge der ’Dinge’ sondern die 
fadankluhon Znsammeahingo der PioUatne hegen den Aiboilsgebieten dor 
Wissenschaften zugruude” (Max Weber, Dte Objeeiuiitdl aosnahnaaeiueht^t- 
lacker md aozialpoltltacker Brkenntnu, Oeaammelle AitSaalKt itur Wtaaenr 
tahafialeiie, p 106), 

* See Canaan, Bemme of Mconomio Theory, pp. i.36, and Schumpeter, 
EpUktn der Methoden uad Doymendwfaehte, pp, 21 3^. 

0 
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idenLily ol tho ptoblcms underlying these di/Torpiit 
cnryuriea to he detected. At an earlier stage, anyl 
attempt to discover the xdtimate nature of tho science 
was necessarily doomed to disaster It would have 
been waste of time to have attempted it. 

But once this stage of unification has been reached 
not only is it not waste of time to attempt precise 
delimitation; it is waste of time not to 'do so. Further 
elaboration can only take place if the objective is 
clearly indicated. The problems are no longer sug- 
gested by naive reflection. They ate indicated by 
gaps in the unity of theory, by insufficiencies in its 
explanatory principles. Unless one has grasped what 
this unity is, one is apt to go off on false scents. Thei^ 
can bejitllo doubt _that one of the greatest dangers 
which beset the modern economist is preoccupation 
with the irrelevant — ^the multiplication of activities 
having little or no connection with the solution of 
problems strictly gftrmane to his suhject.j; There can 
be equally httle doy.bt that, in those centres where 
questions of this sort are on the way to ultiraafe 
settlement, the solution of the central theoretical 
problems proceeds most rapidly. Moreover, if these 
solutions are to _be f ruitf ully applied, _ 0 we are to 
understand correotiy t£e Tiearing^ of Economic Science 
on practice, it is'esaential that we should know e xactly 
the implication and limitatiOTS of the generalisations , 
it establishes. It is therefore with an easy con- 
science that we 'may advance to what, at first a ightj 
is the eXbremely flf’.ftdftmin~'prn(TTftm nf findiutr ft. 
lormnla to pscrilie the ^general_ subject-matter of 
Economics- 

^ £68 Chapter IJ Section 6 , espeoiell; the footnote on p, 42, lor further 
elaboralton of this point. 
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2jTlie definition of Economics wliicli would prob- 
ably command most adbeicnts, at any rate in Anglo-. 
Saxon countries, is that which relates it to the study 
of the causes of material welfare. This elemeni Is 
common to the definitions of Cannan' and Marshall,’* 
and even Pareto, whose approach’ in so many ways 
was so different from that of the two English econo- 
mists, gives it the sanction of his usage. It is implied, 
too, in the definition of J. B. Clark.* > 

And, at first sight, it must bo admitted, it certainly^ 
does appear as if we have here a definition which fo£ 
practical purposes describes the object of our interest, 
jn ordinary speech there is unquestionably a sense in 
which "the word “economic” is usocl as equivalent Jto 
‘WtgrigJ”; One has only to reflect upon* its sigiTC 
fication to the layman in such phrases as “Economic 
History”,® or “a conflict between economic and 
political advantage”, to realise the extreme plausi- 
bility of this interpretation. No doubt there ore Bome^ 
matter s falling outside, tins defimtio^wKicB* scem^ 
fall within the_ scope of Economi cs, but at first sigljjij 
thesemay very^well seem to be _of the order of mm- 
ginal cases mevitablqwith eygry, definition. 

/'[But the final test of the validity of any such defi^' 
tion is not its apparent harmony with certain usages 
of everyday speech, |^ut_ its capacjty to describe 
exac tly the_ultimate_ subject-matter^^ of jiam 

■) ‘ IFeoitA, Ut editaon, p. 17. 

^ Prmstplu, Stii edition, p. 1. 

a Cftturt d'^ooTumti Poltlijve/p, 0. 

4 Mimnttala of Eooiunmc p. 6. See also Phdoiophy of Wealth, 

oh. 1 , In this chapter the diffloulties disoussed belovir ora explicitly rorog* 
niBod, but, sarprisingly enough, instead of this loading to a rojeotiou of the 
de&mtion, it leads only to a somewhat surprising attempt to change the 
significance of the word “material". 

t But see Chapter II. below for an e'tamination of the validity of this 
mtorpietation. 
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^generalisations of 'Ihe science.) And when we submit 
the^ definition in question to this test, it is seen to 
possess deficiencies which, so far from being marginal 
and subsidiary, amount to nothing less than a com- 
plete failure to exhibit either the scope or the signi- 
ficance of the most central generalisations of all. / 

Lot us take any one of the main divisions of throteti' 
cal Economics and examine to what extent it is covered 
by the definition we are examining. We should all 
agree, for instance, that a theory of wages was an 
iiitegEal-P^irt of any system of economic analysis. Can 
we be content with the assumption that the phenomena 
with which such a fclieory has to deal are udequatelj>" 
described as pertaining to the more material side of 
human welfare? 

* Wages, in the strict sense of the term., are sums 
earned by the performance of work at stipulated rates 
iunder the supervision of an employer. In the looser 
sense 'in which lift term is often used in general 
economic analysis, il; stands for labour incomes other 
than profits. Now it is perfectly true that some wages 
are the price of work which may be described as con- 
ducive to material welfare — ^Ihe wages of a sewage) 
collector, for instance. But it is equally true that some 

^ In thin coiiiiec.Uon it is perhaps worth while olearing up a confusion 
which not infroqnontly ocours in discussions of terminology. It is often 
urged that scientific definitions of words used both in ordinary language 
and in soientific analysis should not depart from the usages of everyday 
spoeoh, No'Qoubt this is a counsel of perfection, but in principio the main 
contention may be accepted. Great oonf osion is certainly created when a word 
which is used in one sense in business pruotioe is used in another sense in 
the analysis of such practice. One has onlyvto think of the difiioulties wbieh 
have been created by sueh departures in regard to the meaning of the term 
capital. Bat it is one thing to follow everyday usage when appropriating 
a term, It is another thing to contend that everyday speech is the final 
court of appeal when defining a science, JPor in this case the signifiqMt 
implication of the word is the subject-matter of the generalisations 6imii 
soienoe. And it is only by leferenoe to these that the definition can finally 
be established. Any, other prooedure would be iutolerabie. 
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wages, the wages of the members of an orche&^l 
instauco, are paid for work which has not the 
bearing on material welfare. Yet the oii^y\ 
services, equally with the other, commands 
and enters into the circle of exchange. The ti. | 
of wages is as applicable to the exi)lauation of p 
latter as it is to the explanation of the former, i' 
elucidations are not limited to wages which are paid 
for work ministering to the “more material” side of 
human well-being — ^whatever that may be. 

Nor is tbe situation saved if we turn from the work 
tor which wages are paid to the things on which wages 
are spent. It might be urged that it is not because 
what the wage-earner produces is conducive to other 
jwople’s material welfare that the tlieory of wages 
may be subsumed under the description, but because 
what he gets is conducive to his own. But this does 
not bear examination for an instant. The wage- 
earner may buy bread with his earnings. But be may 
buy a seat at the theatre. A tlwory of wages which 
ignored all those sumswhich were paid for “inomaterial” 
services or. spent on “ imm aterial” ends would be in- 
tolerable. The circle of exchange would be hopelessly 
ruptured. The whole process of general analysis ccttld 
never be employed. It is impossible to conceive sig- 
nificant generaliaatious about a field thus arbitrarily 
delimited. 

It is improbable that any serious economist has 
attempted to delimit the theory of wages in this man- 
ner, however much he may have attempted thus to 
delimit the whole body of generalisations of which the 
theory of wages is a part, ^u^attempts have certainlj 
been made to deny tbe applicability of economic 
analysis to the examinakiou of the achievement oJ 
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ends other tliau material welfare. No less an onono- 
miqjL thari Professor Caunan has urged that the 
political cconoi^ bT“\TOr “s“'^a‘'cbnfrVdjl 3 ti(m"tfi 
terms’ on t^ gro untf that, since !^qn6^ 
mica is concerned with the causes of material welfare' 
and since war isjiot a c^aus 0 _o{^ material welfari^ war 
cannot be part of the subjectmattei of Ecpnqm^ 
As a moral judgment on the uses to which abstract 
knowledge should be put. Professor Cannan’s strictures 
may be accepted. But it is abundantly clear, as 
Professor Cannan’s own practice has shown, that, so 
far from Economies having no light to throw on the 
successful prosecution of modern warfare, it is highly 
doubtful whether the organisers of war can possibly 
do without it. It is a curious paradox that Professoi 
Cannan’s pronouncement on this matter should occur 
in a work which, more than any other published in 
our language, uses the apparatus of economic analysis 
to illuminate many' of the moat urgent and the most 
intricate problems o^ a community organised for war. 

This h abit on the part of modem English economists' 
of describing Economics as concerned .with the oau§£s 
of material welfare, is al l the more cu rioua when w e 
raSeob upon ^e unanimity with which the y have 
ad^ted" a nomihaterial de%itionjof “productivity.”, 
A^m Bmith, i^will be reme:^bered, distinguished! 
between' productive" and unproduotrro labo ur, aoj 
cording as the efforts in .'j,uestion__(fid oi did ' 
not result in the production of a tangible material 
object. The lahom: of some of the juost resjpeotahle 
orders in the society is^b^e that of menial semnts, 
unj)xoductiye of any yalue.and j.o.e8ji.otfixjurealise 
itself in any permanent mbjfiotoryendihle cqnmo^'^ 

JSumaa, An SconomUtt Protut, p. 49. 
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endui'es after that labour is past. . . 'I'ho 
sovereign, for exainplc, witJi all the oflicers botbsof. 
justice and war who serve under him are unproductive 
labourers. ... In the same class must bo ranked 
some both of the gravest and most important, and 
some of the most frivolous professions: churchmen, 
lawyers, physicians, men of letters of ail kinds ; players, 
buffoons, musicians, opera singers, opera dancers, 
etc. . . Modem econonadsts. Professor Caiman 
foremost among them,® have rejected this conception 
of productivity as inadequai,e.® So long as it is the 
object of demand, whether privately or collectively 
formulated, the labour of the opera singers and 
dancers must be regarded as "productive”. But 
productive of what? Of maUirial wclfuiH! liccause 
it cheers the business man and releases now stores 
^<ef energy to organise the production of material? 
That way lies dilettantism and WortS'jykl&rd . It is 
productive because it is valued, because it has 
specific importance for various "economic subjects”. 
So far is modern theory from the point of view 
of Adam Smith and the Physiocrats that the epithet 
of productive labour is denied even to the produc- 
tion of material objects, if the material ob jects af o 
n gt valuab le. Indeed, it has gone further than this. 
Professor Fisher, among others, has demonstrated 
conclusively^ that the income from a matoriql object 

must in the last resort be conceived as an "immaterial” 

W-W 

1 PFedJft 0 / A’litioiu (CaimanVed.), p. sIb. 

* Theonu of Production and JHitributim, pp. 18-31; Sciiiem of Economic 
Theory, pp. 49-61. 

* It is even argaable that the reaction has gone too far. Whatever its 
dements, the Smi&ion olaasiSoation had a siguiflcance for oapitai tlioor; 
which in recent times has not always been olearly recognised. Taussig, 
Waco oTUl Oapitai, pp. 132-161. 

* The Nature of OapUtd and Income, oh. vii. 
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use. Pron^my liousc equally as from my valet or the 
serijriccs of the opera singer, I derive an income which 
•^perishes in the moment of its production”. 

But, if this is so, is it not misleading to go on 
'describing Economics as the study of the causes of 
roalenal welfare,? The services of the opem danger 
arc wealth. EcpnomicS deals with -the pricing of these 
services, equally with the pricing of the services of_a 
cooKI ‘Whatever Economics is concerned with, it is 
no£ cqncef Bed with the copses of mater ial welfare as 

The causes which have IcA to the persistence of this 
definition are mainly historical in character. It is the 
last vestige of Physiocrat ic influence. English econo- 
mists are not usually interested in questions of 8CO£o 
and method. In nme cases out of ten where_ thjs 
dofimCion occurs, it has probably been taken over 
quite uncritically from some earlier work. But, in the 
case of Professor Cannan, its retention is due to more 
‘positive causes; and it is instructive to attempt to 
trace the processes of reasoning which seem to have 
rendered it plausible to so penetrating and so acute 
an intellect. ^ 

The r ationale of any definition is usually to be found 
in the use which is actually made of it. Professor 
Cannan develops his definition in close j uxtaposit ion 
to a digpussion of “the Pundamental ContoiQ 03 .jQi 
Wealth for IsolatedJifau-andJor.Spciety’V and it is 
in connection with this discussion that he actually 
uses his conception of what is economic and what is 
not. It is no accident, it may be suggested, that if 
the approach to economic analysis is made from this 
point of view, the “materialist” definition, as we may 

> Thuta tho tatla of oh. i^. of W eoith (lat edition). 
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call it, lias tlie maximum plausibility. This deserves 
'vindication in some detail. #-‘'v « 

Professor Cannan commences by contemplatinf* ■ 
the activities of a man isolated completely from 
society and enquiring what conditions will de- 
termine his wealth — ^that is to say, his material 
welfare. In such conditions, a division of activities 
into “economic” and “non-cconomic” — activities 
directed to the increase of material welfare and acti- 
vities directed to the increase of non-material welfare 
— ^has a certain plausibility. If Ilpbinson Crnsoo digs 
potatoes, he is pursuing material or “economic” 
welfare. If he talks to the parrot, his activities are 
“nqn-economic” in character. There is a difllonlty here 
to which we must return later, but it is clear frinia facie ^ 
that, in this context, the distinction is not ridiculous. * 
But let us suppose Crusoe is rescued and, coming 
home, goes on the stage and tallca to the parrot for 
a living. Surely in such conditions these conversations 
have an economic aspect. Whether he spends his 
earnings on potatoes or philosophy, Crusoe’s getting 
and spending are capable of being exliibited in terms 
of the fundamental economic categories. 

Professor Cannan does not pause to ask wheth^ 
his distinction is very helpful in the analysis of an 
s exchange economy — ^diough, after all, it is here that 
economic generalisations have the greatest practical 
utility. Instead,, he proceeds forthwith to consider 
the “fundamental conditions of wealth” for society 
considered as a whole irr^ipective of whether it is 
organised on the basis of private property and free 
r exchanges or not. And here again his definition be- 
comes plausible; once more the aggregate of social 
activities can be sorted out into the Ijyrofold olassi- 
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ficatiou ijj implies. Some 

■ ptn'suit of material welfare: soTYjia are not. We thiuk/ 
for instance, of the executive of a communist society, 
deciding to spend so muck labour-time on the pro- 
vision of bread, so much on the provision of circuses. 

But even here and in the earlier case of the Crusoe 
Economy, the procedure is open to what is surely 
a crushing objection. Let us accept Professor Cannanls 
use of the terms “economic” and “non-economic”- 
as being equivalent to conducive to material and non*- 
material welfare respectively. Then we may say with 
him t^t the wealth of society will be greater the 
greater proportion of time which is devoted to material 
ends, the less the proportion which is devoted to 
immaterial ends. "We may say this. But we must also 
admit that, using the word "economic” in a perfectly 
normal sense)) there still remains an economic problem) 
both for sdciety and for the individual, of choosing 
between these two kinds of activity— a problem of 
how, given the relative valuations of product and 
leisure and the opportunities of production, the fixed 
supply of twenty-four hours in the day is to be divided 
[between theroJ/TAere is still m economic problem oj 
^iSfe^sn^'hOween the "economic" andthe "non-economc” . 
One of the main problems of the Theory of Production 
lies half outside Professor Cannau’s definition.'" 

Is npt this in itself a sufficient argument for its 
abandonment?^ Vai. Cy 


I There are other quuieti wfaioh we might piok with this partieulai 
definition. From the philoeophioal paintoi view, the term “material welfaie” 
le a very odd oonetOTOtion. “The material caueee of welfare” might be 
admitted. Sut “material welfare” seems to involve a division of states oi 
mind which are essentially unitary. For the purposes of this chapter, how. 
ever, it has seemed better to ignore these deCcienoles sad to concentrate 
on the main guestiou, namely, whether the definition oan in any way describe 
the oontents of whidi it is intended to^^erve sa a label. 
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3. Bui whcic, ihen, aie we to turn? The position 
is by no means hopeless. X)ur critical cxaminaljion 
of the “materialist” definition has brought us to a 
point Irom which it is possible to proceed forthwith to 
formulate a definition which, shall be immune from all 
these strictures. cjuaVu* 

Let us turn back to the simplest case in which 
we found this definition inappropriate— the case of 
isolated man dividing his time between the produc- 
tion o f real income and the enjoyment of leisure. We 
have just seen that such a division may legitimately 
be said to have an economic aspect. Wherein does 
this aspect consist? 

The answer is to be found in the formulation of 
the exact conditions which make such division neces- 
sary. They ar e fou r, tin the first place, iso hde d 
man wants both real iflcorne and loisme. ^cdudly, 
h^as not enough of either fully to satisfy his want 
of eaohjh<rhirdly, he can spend hiS time in augment- 
ing his real income or he can spend it in taking more 
leisure.'^Fourthly, it may be presumed that, save in 
most exceptional cases, his want for the different con- 
stituents of real income and leisure will be different. 
Therefore he has to choose. ^e has to economise. The 
disposition of his time and his resources has a re- 
lationship to his system of wants. It has an econo- 
mic aspect. 

This example is typical of the whole field of econo-’ 
mic studies. From the point of view of the econo- 
mist, the conditions of human existence exhibit four 
^udamental characteristics. "^Tho ends are various. 
The time and the means for, achieving these ends are 
limited and capable of alternative application. ^At the 
same time the ends have different importance. Here 
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{we are, sentient creatures with bundles, of desires and 
aspirations, with masses nf instinotiv^ tendencies all 
urging us in difierent ways to action. But the time in 
which these tendencies can be expressed is limited. 
.The external world does not oiler full opportunities for 
ffi^ir , complete achievement. Life is short. Nature is 
(niggardly. Our fellows have other objectives. Yet 
we can use our lives for doing different things, our 
materials and the services of others for achieving 
different objectives^ vx' 

I Now itself the multiplicity,jaL jinds-has no 
necessary interest for the economist. If 1 want to 
jdo two things, and I have ample time and ample 
(means with which to do them, and I do not want the 
time or the moans for anything else, then my conduct 
j assumes none of those forms which arc the subject of 
1 economic soienc^ Nirvana is not necessarily single 
bliss. It is merely the complete satisfaction of all 
requirements.'' ' 

Nor is the mere limitation of means by itself suffi- 
cient to give rise to economic phenomena. If means of 
satisfaction have no alternative use, then they may be 
.scarce, but they cannot be economised. Th e Manna 
Iwhich fell from heaven may have been scarce, but, if 
it was impossible to exchange it for something else 
or to postpone its use,^ it was not the object of any 
activity with an economic aspect. 

Nor again is the alternative applicability of scarce 
means a complete condition o|^ the existence of the 
kind of phenomena we are analysing. If the economic 

^ ll la perhapa worth emphasiaieg the algnificanoe of this quiiUfioatlon. 
The application of technioally aimilar meana to the aohieyement of quahta. 
tiyeiy aiiniior ends at difftrenl times oonatitTitB alternatiTe naea A these 
means. Unless this is clearly realised, one of the moat important types ol 
eoonomio action is overlooked. 
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subject has two ends and one meaus of satisfying 
then), and the two ends are of equal importance,, bis 
position will be like the position of the ass in the fable.’ 
paralysed halfway between the two equally attractive 
bundles of hay.^ 

But when time and the means for achieving ends 
are limited and capable of alternative application,j 
and the ends are capable of being distinguished in 
order of importance, then behaviour necessarily as- 
sumes the form of choice. Every act which involves 
time and scarce means for the achievement of one 
end involves the relinquishment of their use for the 
achievement of another. It has an economic aapect.’ji 
If I want bread and sleep, and in the time at my 
disposal I cannot have all I want of both, then some 
part of my wants of bread and sleep must go unsatisfied. 
If, in a limited lifetime, I would wish to be both a’ 
philosopher and a mathematician, but my rate of 
acquisition of Imowledge is sucH that I cannot do 
both completely, then some p^rt of my wish for 
philosophical or mathematical competence or both- 
must be rel inquish ed. 

Now not all the means for achieving human ends 
are limited. There are things in the external worjd. 
which are present in such comparative abxmdance 
that the use of particular units for one thing does not 

^ This may scorn an unneceasaiy refinement, and in the fiist edition of 
this essay 1 left it out for that reason. But the condition that there exists a 
bierarohy of ends is so important in the theory of value that it seoms bettor 
to state it explicitly even at thisi stage. See Chapter IV., Section 2. 

* Cp. Sehfin&ld, Oremmtzen und Wirttchaftsrechnwig, p. 1; Hans Mayor, 
Vwtarimdmngm gu dem Omndgetetn der mrUdhafitichtn Wertreaknunff 
tehriflfdr VoUcmirtsclK^ md Sozialpalitik, Bd. 2, p. 123). 

It should he sufficiently clear that it is not “time” as snob which is 
scarce, but rather the potentialities of ourselves viewed as instruments. To 
speak of scsicity of time is simply a metaphoiloal way of invokiui; this rather 
abstract concept. 
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involve going witkoufc other units for others. The air 
wh.^h we breathe, for Instance, is such a “free” 
commodity. Save in very special circumstances, the 
fact that we need air imposes no sacrifice of time or 
resources. The loss of one cubic foot of air implies no 
sacrifice of alternatives. Units of air have no specific 
significance for conduct. And it is conceivable that 
living creatures might exist whose “ends” were so 
limited that all goods for them were “free” goods, 
that no goods had specific significance. 

in general, human actiyity with it s, nmlti- 
plici ty of objectives has not this, independence of timt i 
o r specific resources . The time at our disposal is 
limited. There are only twenty-four hours in the 
day. We have to choose between the different uses 
to which they may be put. The services which 
others put at our disposal are limited. The material 
means of achieving ends are limited. We have been 
tui'ned out of Paradise. We have neither eternal life 
nor unlimited means «f gratification. Everywhere we 
barn, if we choose one thing we must relmquish others 
which, in difierent circumstances, we, would wish not 
to have relinquished. Scarcity of means to satisfy 
eads of varying importance is an* almost ubiq wtg usv 
condition of human behaviour,^ f 

Here, then, is the unity of subject of Economic 
Science, the forms assumed by human behaviour in 
disposing of' scarce means. The examples we have 

^ It should be clear that there is no disharmony between the ooncepliou 
at end here employed, the terminus ot particular Unee of conduct in acts of 
Bnal consumption,- and the conception inrolved when it is said that there 
is but one end of activity — the maximising of satisfaction, "utility”, or what 
act. Our “ends" are to be regarded as proximate to the achievement of this 
ultimate end. If the means are scarce they cannot all he achieved, and aacord* 
ing to the scarcity .of moans and their relative importance the achieveuieut 
of some ends has to be rplim^ubhed. 
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discussed already haimonisc perfectly with this 
conception. Both the services of cooks and ^the 
services of op era dance rs arc limited in relation to 
demand and can he put to alternative uses. The 
theory of wages in its entirety is covered by our 
present definition. So, too, is the political economy 
of war. The waging of war necessarily involves 
the withdrawal of scarce goods and services from 
other uses, if it is to be satisfactorily achieved. It 
has therefore an economic aspect. The economist! 
studies the disposal of scarce in eana. He is interested 
in the way difierent degrees of scarcity of different 
goods give rise to different ratios of valuation between 
them, and he is interested in the way in which 
changes in conditions of scarcity, whether coming 
from changes in ends or changes in means — from the 
.demand aide or the supply side — affect these ratios. 

E " onomica_^ia the science which studies human be- 
viour'^s a relationship between ends and scarce 
ans which have alternative Aisea.\j^‘'^ ^ jA C 
4 . It is important at once to notice certain impli- 
cations of this conception. The conception we have 
rejected, the conception of Economics as the study of 
the causes of material welfare, was what may^ljg^ 
called a classificatory conception. It marks off certain 
kinds of human behaviour, behaviour directed to the 
pr<5cuTing of material welfare, and designates these 
as the subject-matter of Economics. Other kinds of 
conduct lie outside^ the scope of its investigations. 
The conception we have adopted may be described as 
amlytical. It does not attempt to pick out certain. 

^ Gp. Monger, OrwidmUe der Yolkswwlst-haftalekre, lie Aufl., pp. 6V70; 
Misee, Pie Qemetnvnrtscha/t, pp. 98 le;.; B^etter, Eetmomic Pnne^lti, ob. 
Slrigl, Die ekonomttehtn Kalegonen unii i2te Orgawaalion der W%rtnhnfl, 
paenm; Mayor, 02 >.eti. 
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kinds of beliaviour, but focuses attention on a par- 
ticular osj'ecf of beUavioui;, tkc form imposed by tlie 
influence of scarcity.^ It follows from tliis, therefore, 
that in so far as it presents this aspect, any ^ nd of 
human behaviour falls within the soo po d recoupmj,o. 
generalisations. We do not say that the production of 
potatoes is economic activity and the production of 
philosophy is not, We say rather that, in so far as 
either kind of activity involves the relinquishment 
of other desired alternatives^ it has its economic aspect. 
There are no limitations on the subject-matter of 
Economic Science save this. 

Certain writers, however, while rejecting the con- 
ception of Economics as concerned with material 
welfare, have sought to imposepn its scope a restric- 
tion of another nature: Theyj^ave urged that the 
behaviour with which Economics is concerned is 
essentially a certain type of social behaviour/ the 
behaviour implied hj the institutions of the ’In-j 
dividualist Exchange Economy. On this view, that 
kind of behaviour which is not specifically social in 
this definite sense is not the subject-matter of Econo- 
mics, Professor Amonju in particular has devoted 
|(lgro3t infinite pains to felaborating this conception.® 

Now it may be freely admitted that, within the 

1 On the diHtincliun liotweon analytical and claBsi&oatory deSmUons, 
aee Irving Fiaber, Sema of Capital (Eoonomie Journal, vol. vil., p. 213). It 
is interesting) to observe that the ohauge in the conception of hloonomiaB 
implied by oar definition is similar to the change in the conception of 
oapital implied in Professor Fisher’s definition. Adam Smith defined capital 
as a kind of wealth. Professor Fisher woulddiave us regard it as an aspect 
of wealth, 

’ See his Ol^ikt und Orundbegriffe der theoretuchen NaliorudokoTwnin, 2 Auil. 
The critioisms of Schumpeter and Strigl on pp. 110-12S and pp, 165-16U are 
particularly important from this point of view. With the very groaiesl 
respeot for Professor Amonn’s exhaustive analysis, 1 cannot resist the 
impresslou that be is inollned rather to magnify the degree of his diveigeucs 
from the altitude of these two authom. 


2 
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' wide field of our definition, the attention of economists 
Is focused chiefly on the coD^plications of thc Exchange j 
Economy. The reason for this is one of interest. "The 
activities of isolated man, equally with the activities 
of the exchange economy, are subject to the limitations 
we are contemplating. But, from the point of view of 
isolated man, economic analysis is unnecessary. The 
elements of the problem are given to unaided reflec- 
tion. Examination of the behaviour of a Crusoe may 
be immensely illuminating as an aid to more advanced 
studies. But, from the point of view of Crusoe, it isj 
obviously extra-marginal. So too in the case of a 
“closed” communistic society. Again, from the point 
of view of the economist, the comparison of the 
phenomena of such a society with those of the ex- 
change economy may be very illuminating. But from 
the point of view of the members of the executive, 
the generalisations of Economics would be un- 
interesting. Their position would be analogous to 
Crusoe’s. For them the economic problem would 
be merely whether to apply productive power to this 
or to that. Now, as Professpr Mises has emphasised, 
given central ownership and control"^! the means of 
production, the registering of individual pulls and 
resistances by a mechanism of prices and costs is 
excluded by definition. It follows therefore that 
the decisions of the executive must necessarily be 
/'‘arbitrary”.^ That is to say, they must be^based on 
its valuations — not on the valuations of consumers 
and producers. This at once simplifies the form of 
choice. Without the guidance of a price system, the 

> 8e« Miaeii, Die QtmeinmtiKlMjl, pp. 94-1 38. In bis Eoonomie PUaming 
t A Soviet Dusaia, Profeaaor Boris Bmtzkos has vfell shovm the way in which 
this dUSoolty has been esemDlifled in the various phases of the Bussinn 
experimaut. 
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organisatiqn of production must depend on the valun- 
tion* of the final organise?, just as the organisation 
of a patriarchal estate unconnected with a money 
economy must depend on the valuations of the 
patriarch. ^ 

But in the exchange economy the position is much 
more complicated. The implications of individual 
decisions reach beyond the repercussions on the indi- 
vidual. One may realise completely the implications 
for oneself of a decision to spend money in this way 
rather than in that way. But it is not so easy to trace 
the efl[ect3 of this decision on the whole complex 
of “scarcity relationships” — on wages, on .profits, on 
' prices, on rates of capitalisation, and the organisation 
of production. On the contrary, the utmost effort of 
abstract thought is required to devise generalisations 
which enable us to grasp them. For this reason 
economic analysis has most utility in the exchange, 
economy. It is unnScessary in the isolated economy. 
It is debarred from any but the simplest generalisa- 
tions by the very raison d’&tre of a strictly communist 
society. But where independent initiative in social 
relationships is permitted to the individual, there 
r -sconomic analysis comes into its own. 

But it is one thing to conten^ that economic 
analysis has most interest and ytility in an exchange 
economy^ It is another to contend that its subject- 
matter is Umiied to such phenomena. The unjustifi- 
ability of this latten contention may be shown con- 
clusively by two considerations'.’ In the first place, it 
is clear that behaviour outside the exchange economy 
is conditioned by the same limitation of means in 
relation to ends as behaviour within the economy, and 
is capable of b^ing subsumed under the same funda- 
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mental categories.’- The generalisations of the theory 
of value are as applicable to the behaviour of isolated 
man or the executive authority of a communist society, 
as to the behaviour of man in an exchange economy — 
even if they are not so illuminating in such contexts. 
The exchange relationship is a technical incident, a 
technical incident indeed whieh gives rise to nearly 
qrll tlio interesting complications, but still, for all that, 
^subsidiary to the main fact of scarcity. 

In the second place, it is clear that the phenomena 
of the exchange economy itself can only be explained 
by govngjbehind such relationships and invoking the 
operation of those laws of choice which arc best seen 
when contemplating the behaviour of the isolated 
individual.* Professor Amonn seems willing to admit 
that such a system of pure Economics may bo useful 
as an auxiliary to Economic Science, but he precludes 
himself from making it the basis of the main system 
by postulating that the subject-matter of Economics 
must be defined in terms of the problems discussed by 
Hicardo. The view that a definition must describe an 
existing body of knowledge and not lay down arbitrary 
limits is admirable. But, it may legitimately be asked, 
why stop at Ricardo? Is it not clear that the imperfecv^ 
tions of the Ricardian system were due to just this 
circumstance that it stopped at the valuations of the 
market and did not press through to the valuations of 
the individual? Surely it is the great achievement of 


’ Seo Strigl. op. eil,, pp. 23-28. 

* Professor CaBael’s dismissal of Crusoe Economics {Fundamental 
Thoughts, p. 27) seems unfortunate since it is only when contemplating 
the conditions of isolated man that the importance of the condition that the 
scarce means mast have alternative uses if there is to be economic activity, 
which was emphasised above, leaps clearly to the eye. In a social economy 
of any kind, the mere multiplicity of economic subjects leads one to overlook 
the j^asiblllty of the existence of scarce goods with no alternative uses. 
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the more i;ecent theories of value to have surinounted 
just* this barrier?^ • 

5. I’inally, we may return to the definition we 
rejected and examine how it compares with the 
definition we have now chosen. 

At first sight, it is possible to underestimate the 
divergence between the two definitions. The, one-- 
regards the subject-matter of economics as human 
behaviour conceived as a rektionship between ends 
and means, the other as the causes of Hiatcrial 
welfare. Scarcity of means and the causes of niaterial 
welfare — are these not more or less the same tiling ? 

Such a contention, however, would rest upon a mis- 
couceijtion. It is true that the scarcity of materials is 
one of the limitations of conduct. But the scarcity of 
our own time and the services of others is just as 
important. The scarcity of tho services of the school- 
master and tho sewage man have each their economic 
aspect. Only by shying that services are umterial 
vibrations or the like, can one stretch the definition to 
cover the whole field. But this is not only per verse, 
it is also misleading. In this form the definition may 
cover the field, but it does not describe it. For it is not 
the materiality of even material means of gratification 

^ The objsotions ouUiued above to tbe definitiou suggested by Iholeanot 
Amouii should bo sulUoient to indicate the nature of the objection* to those 
definitions irbioh run in terms of phenomena from tiio standpoint uf price 
(Davenport)^ eusceptibility to the "measuring rod oi money” (1‘igou), or 
the “science of ezchange” (Landry, etc.). Professor Schumpeter, in his 
Wesen und BawptmluAt tier theoretieohen ifationalohonomie, has attempted 
ivith never to be forgotten subtlety to vindicate the latter definition by 
demonstrating that it is possible to coneeive'all the. fundamental aspoots of 
behaviour germane to Economic Science as having the form of exchange. 
That this is correct and that it embodies a truth fundamental to tb* proper 
imderstandiug of equilibrium theory may be readily admitted. But it is 
one thing to generalise the notion of exchange as a aonetruclion. It ig another 
to use it in this sense as a erilerion. That U can function xu this v*y,y j* not 
disputed. But that it throws the maximum light on the ultimate natuie of 
our subject-matter is surely open to question. 
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which gives them their status as econoinic goods; 
it is their relation to valuations. It is their jfela- 
tionship to given wants rather than their technical 
substance which is significant. The “materialist” 
definition of Economics therefore" misrepresents the 
science as we. know it. Even if it does not definit^y 
mislead as to its scope, it necessarily fads to convey 
an adequate concept of iis nature. There seems no 
valid argument against its rejection. 

^.At the same time, it is important to realise that 
phat is rejected is but a definition. We do not reject 
he body of knowledge which it was intended to 
lescxibe. The practice of those who have adopted it 
its in perfectly with the alternative definition which 
las been suggested. There is no important generalisa- 
ion in the whole range of Professor Cannan’s system, 
or instance, which is incompatible with the deWtion 
)f the subject-matter of Economics in terms of the 
lisposal of scarce means. ' 

Moreover, the very exarqple which Professor 
Cannan selects to illustrate his definition fits much 
better into our framework than it does into his. 
“Economists”, he says, “would agree that ‘Did 
Bacon write Shakespeare?’ was not an economic 
question, and that the satisfaction which believers 
in the cryptogram would feel if it were universally 
acce|Sted would not be an economic satisfaction. . . . 
On the other hand, they would agree that the con- 
troversy would have an economic side if copyright 
were perpetual and 'the descendants of Bacon and 
Shakespeare were Reputing the ownership of the 
plays,”^ Exactly. But why? Because the ownership 
of the copyright involves material welfare? But the 

I. Wealth (Itb edition), ob. i. 
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proceeds may all go to missionary societies. Surely 
the question has an economic aspect simply and solely 
because the copyright laws supposed would make the 
use of the plays scarce in relation to the demand for 
their use, and would in turn provide their owners with 
command over scarce means of gratification which 
otherwise would be difierently distributed. 



CHAPTER II 


ENTiS AKTD MEANS 

1. We have now cstablisKcd a working dofiniiion of 
the subject-matter of Economics. The next step is to 
examine its implications. Tn this chapter we shall bo 
concerned with the status of ends and means as they 
figure in Economic Theory and Economic History. 
Tn the next we shall be concerned with the interpreta- 
tion of various economic “quantities”. 

2. Lot us turn first to the status of cnds.'^l^dAW ^ 
Economics, we have seen, is concerned with that 
a.spect of behaviour which arises from the scarcity of 
means to achieve given ends.'m follows that Economiesj 
is entirely neutral between ends,” that, in so far as the 
achievement of any end is dependent on scarce means, 
it is germane to the preoccupations of the economist.' 
Economics is not concerned with ends as such. It 
assumes that human beings have ends in the senSS 
that they have tendencies to conduct which can be 
defined and understood, and it asks how their 
progress towards their objectives is conditioned by 
the scarcity of means — ^how the disposal of the scarce 
means is contingent on these ultimate valuations. 

It should be clear, therefore, that to speak of any 
end as being itself “economic” is entirely misleading. 

> The following secUono are devoted to Uie eluoidetion of tbe impUoa- 
tionn of Eoonomioa as a positive soienre. On the question whether Economies 
should aspire to a nonnalive status, see Chapter VI., Seetioti 4, below. 
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The habit, prevalent among certain gfonpa of econo- 
mists, of discussing “economic satisfactions” is alien 
to the central intention of economic analysis. A satis- 
faetion is to be conceived as an end-product of activity. 
Tt is not itself part of that activity which we study. 
It would be going too far to urge that it is impossible 
to conceive of “economic satisfactions”. For, pre- 
sumably, we can so describe a satisfaction which is 
contingent on the availability of scarce means as 
distinct from a satisfaction which depends entirely 
on subjective factors — e.g., the satisfaction of having 
a summer holiday, as compared with the satisfac- 
tion of remembering it. But since, as we have seen, 
the scarcity of means is so wide as to influence in 
some degree almost all kinds of conduct, this docs 
not seem a useful conception. And since it is mani- 
festly out of harmony with the main implications of 
our definition, it is probably best avoided altogether. 

It follows, furthel:, that the belief, prevalent among 
certain critics of Ecpnomio Science, that the pre- 
occupation of the economist is with a peculiarly low 
type of conduct, depends upon misapprehension. 
1?he economist is not concerned with ends as such. 
He is concerned with the way in which the attainment 
of ends is limitcd'/The ends may be noble or they may 
be base. They may be "material” or “immaterial” 
—if ends can be so described. But if the attainment 
of one set of ends involves the sacrifice of others, then 
it has an economic aspectv^ 

All this is quite obvious if only we consider the 
actual sphere of application of economic analysis, 
instead of resting content with the assertions of those 
who do not know what economic analysis is. Suppose, 
for instance, a commrmitv of sybarites, their oleasures 
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gross and sensual, their intollectual acl^ties pre- 
occupied with the “pnrciy material”, '^t is qlear i 
enough that economic analysis can provide categories 
for describing the relationships between these ends and 
the means which are avaikble for achieving them.C 
But it is not true, as Ruskin and Carlyle and suchlike 
critics have asserted, that it is Umiied to this sort of 
thing. Let us suppose this reprehensible community 
to be visited by a Savonarola. Their former ends 
become revolting to them. The pleasures of the senses 
are banished. The sybarites become ascetics. Surely 
economic analysis is still applicable. There is no need 
to change tlie categories of explanation. All that has 
happened is that the demand schedules have changed. 
Some things have become relatively less scarce, 
others more so. The rent of vineyards falls. The rent 
of quarries for ecclesiastical masonry rises. That is all. 
The distribution of time between prayer and good 
works has its economic aspect equally with the dis- 
tribution of time between orgies and slumber. The 
“pig-philosophy” — to use Carlyle’s contemptuous 
epithet — turns out to be all-embracing. 

To be perfectly fair, it must be admitted that this is 
a case in which economists are to some extent to blame ^ 
for their own misfortunes. As we have seen already, 
their practice has been more or less unexceptionable, 
'^ut their definitions have been misleading, |ind their 
attitude in the face of criticism has been unnecessarily 
apologetic. It is even^ said that quite modem econo- 
mists who have been convinced both of the import- 
ance of Economics and of its preoccupation with the 
“more material side of human welfare” have been 
reduced to prefacing their lectures on general Economic 
Theory with the rather ^sheepish apology that, after 
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all, bread and butter arc necessary, even to tbo lives 
of artists and saints. This seems to bo unnecessary 
in itself, and at tbe same time liable to give rise to 
nusconception m tbe minds of those who are apt to 
find the merely material rather small beer. Neverthe- 
less, if Carlyle and Ruskin had been willing to make 
the intellectual effort necessary to assimilate the body 
of analysis bequeathed by the great men whom they 
criticised so unjustly, they would have realised its 
profound significance in regard to the interpretation 
of conduct in general, even if they had been unable to 
provide any better description than its authors. But, 
as is abundantly clear from their criticisms, they 
never made this effort. They did not want to make 
the effort. It was so much easier, so much more 
congenial, misrepresenting those who did. And the 
opportunities for miarepiesenting a science that had 
hardly begun to become conscious of its ultimate 
implications were nbt far to seek. 

But, if there is ,no longer any excuse for the 
detractors of Econo mi cs to accuse it of preoccupation 
with particularly low ends of conduct, there is equally 
no excuse for economists to adopt an attitude of 
, superiority as regards the subjects that they are 
capable of handling. We have already noticed Pro- 
fessor Carman’s rather paradoxical attitude to a 
political ^economy of war. And, speaking generally, 
are we not entitled to urge that in this respect Pro- 
fessor Cannan is a little apt to follow St. Peter and 
cry, “Not so, Lord: for nothing common or unclean 
' hath at any time entered into my mouth”? In the 
opening chapter of he goes out of his way to 

say that “ the criterion of bu ying and selling brings 

^ Fust edtUou. p. IS. 
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many things into economics wliicli are not pomnionly 
treated there and which it^does not seem convenient 
to treat there. A large trade has existed since history 
began in supplying certain satisfactions of a sensual 
character which are never Regarded as economic 
goods. Indulgences to commit - what would otherwise 
be regarded as offences against religion or morality 
have been sold sometimes openly and at all times 
under some thin disguise: nobody has regarded these 
as economic goods”. This is surely very question-, 
able. Economists, equally with other human beings, 
may regard the services of prostitutes as conducive 
to no “good” in the ultimate ethical sense, iiut to 
deny that such services arc scarce in the sense in 
which we use the term, and that there is thej'oforo 
an economic aspect of hired l ovc> susceptible to 
treatment m the same categories of general analysis 
as enable us to explain fluctuations in the price of 
hired rhetoric, does not seem to bo in accordance with 
the facts. As for the sale of indulgences, sui-ely the 
status in Economic History of these agreeable trans- 
actions is not seriously open to question. Did the 
sale of indulgences affect the distribution of income, 
the magnitude of expenditure on other commodities-, 
the direction of production, or did it not? Wo must 
not evade the consequences of the conclusion that all 
conduct coming under the influence of scarcity has 
its economic aspect. 

3. A very interesting example of the difficulties 
which may arise if the implications which we have 
been trying to drag into the light are neglected, is 
afforded in a paper by Sir Josiah Stamp on Msthetics 
as an Beotiomic Factor,^ Sir Josiah, in common with 

^ Stmt Samomie Modtm Xitftfpf. 
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most men of vision and iinagiiiatidn, is anxious to 
preserve tho countryside’ and to safeguard ancient 
monuments. (The occasion of the paper was a de- 
cision on the part of his railway company not to 
destroy Stratford House, a sixteenth-century half- 
timbered building in Birmingham, to make room for 
railway sidings.) At the same time, he believes that 
Economics is concerned with material welfare.' He 
is, therefore, driven to argue that “indifference to the 
ajsthetic will in the long run lessen the economic 
product; that attention to the aesthetic will increase 
economic welfare”.* That is to say, that if we seek 
first the Kingdom of the Beautiful, all material 
welfare will be added unto us. And he brings all the 
solid weight of his authority to the task of stam- 
peding the business world into believing that this is 
true. 

It is easy to sympathise with the intention of the 
argument. But it is'dilBcult to believe that its logic 
is very convincing. It may be perfectly true, as Sir 
I Josiah contends, that the wide interests fostered by 
the study of ancient monuments and the contempla- 
tion of beautiful objects are both stimulating to the 
intelligence and restful to the nervous system, and 
that, to that extent, a community which offers oppor- 
tunities for such interests may gain in other, “more 
material”^ ways. But it is surely an optimism, un- 
justified either by experience or by a priori probability, 
to assume that this necessarily fpllows. It is surely a 
fact which we must all recognise that rejection of 
materia] comfort in favour of sssthetic or ethical 
values does not necessarily bring material compensa- 

‘ "... I use > . . eoonomioB ns a term to ooyer the getting of material 
welfare" (op. et(., p. 3}n * lind., p. i. 
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tion. There arc cases when it is either brea(J or a lily. 
Choice of tht. one involves ’aacrilicc of the other, and, 
although we may be satisfied with our choice, we 
cannot delude ourselves that it was not really a choice 
at all, that more bread will follow. It is not true that 
all things work together for material good to them 
that love God. So far from postulating a harmony 
of ends in this sense, Economics brings into full view 
that conflict of choice which is one of the permanent 
characteristics of human existence. Your economist 
is a true tragedian. 

What has happened, of course, is that adherence 
to the “materialist” definition has prevented Sir 
Josiah from recognising clearly that Economics and 
^Esthetics are not in pari materia} ^Esthetics is con- 
cerned with certain kinds of ends. The beautiful is 
an end which offers itself for choice in competition, so 
to speak, with others. Economics is not concerned at 
all with any ends as such. It is 'concerned with ends 
in so far as they affect the disposition of means. It 
takes the ends as given in scales of relative valuation, 
and enquires what consequences follow in regard to 
certain aspects of behaviour. 

But, it may be argued, is it not possible to regard , 
the procuring of money as something which competes 
_ with other ends, and, if this is so, may we not legiti- 
mately speak of an “economic” end of^ conduct? 
This raises questions of very great import. Full dis- 
cussion of the part played in economic analysis of 
the assumption that money-making is the sole motive 
of conduct must be deferred until a later chapter,' 
where it will be investigated fully. But, for the 

> It is only fair to atate that there are passages in U>e same essay which 
seem to be dictated by this sort of consideration, especially the remarlcs 
on pp. 14-16 on balance in oonsnniption. ' 
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moment) it may be replied that ^thg-obiection rests 
upon a misconception of»the sign'incS^^of money. 
Money-making in the normal seni^ of the%erm is 
merely the intermediate stage bctwe,pn a sale and a 
purchase. The procuring of a flow of ri^oney from the 
sale of one’s services or the hiring out of 'one’s property 
is not an end per se. The money is clearly a means to 
ultimate purchase. It is sought, not for itself, but for 
the things on which it may be spent — whether these 
be the constituents of real income now or of real 
income in the future. Money-making in this sense 
means securing the means for the achievement of all 
those ends which are capable of achievement by the 
aid of purchasable commodities. Money as such, is 
obviously merely a means — a medium of exchange, 
an instrument' oF calculation. -For society, from the 
static point of view, the presence of more or less money 
is irrelevant. For the individual it is relevant only 
in so far as it serves'his ultimate objectives. Only the 
miser, the psychological monstrosity, desires an in- 
finite accumulation of money. Indeed, so little do we 
regard this as typical that, far from regarding the 
demand for money to hold as being indefinitely great, 
are in the habit of assuming that money is desired 
* only to be passed on. Instead of assuming the demand 
curve for money to hold to be a straight line parallel 
with the y axis, economists have been in the habit 
of assuming, as a first approximation, that it is of the 
nature of a rectangular hyperbola,^ 

> Oa all this, see Wiokateod, TJte Oommo7uense of Political Economy, 
pp. 16S-167. It is not denied that the acquisition of the power to procure 
'•real inoome may itself become an objeotire, or that, if it does, the eoonomlo 
system will not be afiected in Tariooa ways. All that is contended is that 
to label any of these ends “eoonomio” implies a false view of what is neces- 
sarily embraced by economic analysis. Economics takes all ends forgrauted. 
They “show” themselves in the scales of relative valuation which are 
assumed by the propositions of modem eepnomie analysis. 
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4. Ecoiyaiij^aiM iEcn, is in no way io be conceived, 
as we toxicoive Etliios or .^Esilietics, as being 

coucer^Eid witb ends as such. It is equally important 
that its preoccupations should be sharply distin- 
guished from those of the technical arts of production 
— ^with ways of using given means. This raises certain 
issues of considerable complexity which it is desirable 
to examine at some length. 

The relation between Economics and the technical 
arts of production is one which has always presented 
great difficulties to those economists who have tliought 
that they were concerned with the causes of material 
welfare. It is clear that the technical arts of produc- 
tion are concerned with material welfare. Yet the 
distinction between art and science does not seem to 
exhaust the difierence. So much scientific knowledge 
is germane to the technical arts of production that is 
foreign to Economic Science. Yet where is one to 
draw the line? Sir William BeVeridge has put this 
difficulty very clearly in lus lecture on Economics as 
a Liberal Education. “It is too wide a definition' 
to speak of Economics as the science of the material 
side of human welfare. A house contributes to human 
welfare and should be material. If, however, onc^Jls 
considering the building of a house, the question 
whether the roof should be made of paper or of some 
other material is a question not of Economics but of 
the technique of house building”.^ Nor do we meet 
this difficulty by inserting the word “general” before 
“causes of material welfare”. Economics is not the 
aggregate of the technologies. Nor is it an attempt tOr 

. ’ EcoiumUca, rot. i., p. 3. Of courae the question \rhetber the roof shall 

\ be of sUte or tiles, for iiistanco, may well depend on the relative prices of 
these materials and themlore ha ve an eoonumio nspeot.Technlqua merely 
presoribes certain limits within which choice may operate. See below. 
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select from each the elemeiils conii'inn to sevc 
Motion study, for instancje, may yield 'j-oue^alisations 
applicable to more than one occupation/'- But motion 
study has nothing to do with Economics. Nor, in 
spite of the hopes of certain industrial psychologists, 
is it capable of taking its place. So long as we remain 
witliin the ambit of any definition of the subject- 
matter of Economics in terms of the causes of material 
welfare, the connection between Economics and the 
technical arts of production must remain hopelessly 
obscure. 

But, from the point of view of the definition we 
have adopted, the connection is perfectly definite. 
The technical arts of production are simply to be 
grouped among the given factors influencing the 
relative scarcity of difierent economic goods.' The 
technique of cotton manufacture, as such, is no part 
of the subject-matter of Economics, but the existence 
of a given technique of various potentialities, together 
with the other factors influencing supply, conditions 
the possible response to any valuation of cotton goods, 
and consequently influences the adaptations which it 
is the business of Economics to study. 

^ So far, matters are supremely simple. But now it 
is necessary to remove certain possible misunder- 
standings. At first sight it might appear as if the 
conception we are adopting ran the danger of tipping 
the baby out with the bath water. In regarding 
technique as merely data, are we not in danger of 

^ Professor Knighfi in a lecent article (“Economic Science in Becent 
.» Discuasion”) American Economic Beview, vol. zxiv., p. 225 ei eeq.) com- 
plains that I do not maUe clear that techni(|ue in relation to economics is 
simply so much data. I cannot help thinking that the passage above must 
have escaped Professor Knight's attention. I certainly agree with his views 
in this respect. But I do not know how to put the matter moie strongly than 
I have done already. 
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LcUuliiig from the subjcct-maiLcT' of Eeuiiomics just 
those matters where economic analysis is most at 
homel For'"? not production a matter of technique? 
And is not the theory of production one of the central 
preoccupations of economic analysis? 

The objection sounds plausible. Bub, in fact, it 
involves a complete misapprehension — a misappre 
hension which it is important finally to dispel. The 
attitude wo have adopted towards the technical arts 
of production does not eliminate the desirability of an 
economic theory of production.^ For the influences 
determining the structure of production aic not 
purely tedmical in nature. No doubt, technique is 
very important. But technique is not cverythiug. 
It is one of the merits of modern analysis tliat it 
enables us to put technique in its proper place. Tins 
deserves further elucidation. It is not an exaggeration 
to say that, at the present day, one of 1,ho main 
dangers to civilisation arises froin the inability of 
minds trained in the natural sciences to perceive the 
difference between the economic and the technical. 

Let us consider the behaviour of an isolated man 
in disposing of a single scarce commodiLy,*' Let us 
consider, for instance, the behaviour of a Kobinson 
Crusoe in regard to a stock of wood of strictly limited 
dimensions. Robinson bas not sufficient wood for aU 
the purposes to which he could put it. For the time 
being the stock is irreplaceable. What are" the in- 
fluences which will determino the way in which he 
utilises it?’, 

^ Whether this theoiy is to be ooaoeived, as it aometimes hae been in 
tbe psust, as concerned with aggregate!, ol wealth is another matter which 
will be dealt with in the next chapter. See below. Chapter III,, Section 6. 

* Compare Oswalt, YoitrSge aUtr vnrUeJvi^Oiehe Chuadbegn^e, pp. 
2041 . 
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Now, if the wood can only be used at one lime and^ 
forpne purpose, or if it is Only wanied at one time and 
for one purpose, and if we assume that Tlohinson has 
ample time to devote to its utilisation, it is pei-fcctly 
true that his economising will be dictated entirely by 
his knowledge of the teclinical arts of production 
concerned. If he only wants the wood to make a fire 
of given dimensions, then, if there is only a limited 
supply of wood available, his activities will be deter- 
mined by Ids knowledge of the technique of fire-making. 
His activities in this respect are purely technical. 

Put if he wants the wood for more than one pur- 
pose — if, in addition to wanting it for a fire, he needs 
it for fencing the ground roimd the cabin and keeping 
the fence in good condition — then, inevitably, he is 
confronted by a new problem — the problem of how 
mveh wood to vse for fires and how much for fencing. 
In these circumstances the techniques of fire-making 
and fencing are stiirimportant. But the problem is no 
longer a p urely technical problem.^ Or, to'' put the 
matter another’ 'way,'TEe considerations determining 
his disposal of wood are no longer purely technical. 
Conduct is the resultant of conflicting psychological 
pulls acting within an environment of given material 
and technical possibilities. The problem of technique 
and the problem of economy are fundamentally 
different,, problems. To use Professor Mayer’s very 
elegant way of putting the distinction, the problem 
of technique arises when there is one end and a, 
multiplicity of means, the problem of economy whei 
both the ends and the means are multiple.** 

‘ All this can bo made very clear by the use of a few Faretean curve.'' 
Given the production opportunity curves, we know the technical possibilities 
But the problem is not deteinlinate aiilcBs the consumption indifleiene 
curves aie also knowp. * Hans Mayei, op. oil,, pp. 6 and 8. 
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Now, as wo have seen alroady, it is one of the 
chaructoristics of the worfd as we find it iJiat .onr 
ends arc varioiia and t.hat most of the scarce means 
at our disposal arc capable of alternative applica- 
tion. This a])])lics not only to scarce products. It 
applies still more to the ultimate factors of produc- 
tion. The various kinds of natural resources and 
labour can be used for an almost infinite variety of 
purposes. The disposition to abstain from consump- 
tion in the present releases uses of primary factors 
for more than one kijid of roundabout process. And, 
for this reason, a mere knowledge of existing technique 
docs not enable tis to determine the actual “set” of 
the productive apparatus. We need to Icnovv also the 
ultimate valuations of the producers and consumers 
connected with it. It is out of fho intor|)lay of the 
given systems of ends on the one side and the material 
and technical potentialities on the other, that the 
aspects of behaviour which the economist studies are 
determined. Only in a world in ,whicli all goods were h 
free goods would technical considerations be tlig sole 
determinants of the satisfaction of given ends. But, 
in such a world, by definition, the economic problem 
would have ceased to exist. - 

All this sounds very abstract. But, in fact, it 
merely states, in terms of a degree of generality appro- 
priate to the very fundamental questions we are 
examining, facts which are well known to all of us. 

If we ask the concrete question, why is the produoiion 
of such a commodity in such and such an area what 
it is, and not something else, our answer is not couched " 
in terms which, in the first instance, have a technical 
implication. Our answer runs in terms of prices and 
costs; and, as every first-year student knows, prices 
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and costi^ are the reflection of relative valuations, noS 
of jnerely technical conditions. We all know of com- 
modities which, from the technical point of view, 
could be produced quite easily.^ Yet their production 
is not at the moment a business proposition. Why is 
this? Because, given the probable price, the costs 
involved are too great. And why are costs too great? 
Because the technique is not sulflcicntly developed? 
This is only true in a histoiical sense. Bu t it does 
not answer the fundamental question why, given the 
technique, the costa arc too high. And the answer to 
that can only bo couched in economic terms. It 
depends essentially on the price which it is necessary 
to pay for the factors of production involved com- 
pared with the probable price of the product. And 
that niiiy depend on a variety of considerations,' In 
competitive conditions, it will depend on the valua- 
tions placed by consumers on the commodities which 
the factors are cdpable of producing. And if the 
costs are too high, ,that moans that the factors of 
production can be employed elsewhere pioduciug 
commodities winch are valued more highlyl Tf the 
supply of any factor is monopolised, then high costs 
may merely mean that the controllers of the monopoly 
are pm’suing a policy which leads to some of the factors 
they control being temporarily unemployed. But, in 
any casg, the process of ultimate explanation begins 
just where the description of the technical conditions 
leaves off. 

But this brings us back — although with new know- 
ledge of its implications — ^to the proposition from 
which we started. Economists are not interested in 

^ The prodaotion of motor oile from coal ia a veiy topical caiw m 
piiint. 
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■luchniqLue as such. They are itiiorcsted in it solely as 
one o{ the influences detea'inining relative scarcity. 
Conditions of technique “show” themselves in the 
productivity functions just as conditions of taste 
“show” themselves in the scales of relative valua- 
tions. But there the connection ceases. Economics 
is a study of the disposal of scarce commodities. The 
technical arts of production study the “intrinsic” 
properties of objects or human beings. 

5. It follows from the argument of the preceding 
sections that the subject-matter of Economics is 
essentially a series of relatio)xships — relationships 
between ends conceived as the possible objectives of 
conduct, on the one hand, and the technical and social 
environment on the other. Ends as such do not form 
part of this subject-matter. Nor does the technical and 
social environment. It is the relationships between 
these thin^3^;^^nd not the things in themselves which 
are important for the economist. 

If this point of view be accepted, a far-reaching 
elucidation of the nature of Economic History and 
what is sometimes called Descriptive Economics is 
possible — aru- elucidation which renders clear the 
relationship between these branches of study and 
, theoretical Economics and removes all possible 
grounds of conflict between them. The nature of 
Economic Theory is clear. It is the study of the 
formal implications of these relationships of ends and 
means on various assumptions concerning the nature 
of the ultimate data. The nature of Economic History 
should be no less evident. It is the study of the sub- ■* 
stantial instances in which these relationships show 
themselves through time. It is the explanation of 
the historical umnifestutions of “scarcity” Beonoude, 
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Theory describes the forms, Economic History 
sul;^stancc. " 

Thus, in regard to Economic History no more 
than in regard to Economic Theory can we classify 
events into groups and say; these are the subject- 
matter of your branch of knowledge and those are not. 
The province of Economic History, equally with the 
province of Economic Theory, cannot be restricted 
to any part of the stream of events without doing 
violence to its inner intentions. But no more than 
any other kind of history docs it attempt comprehen- 
sive description of this stream of events;^ it con- 
centrates upon the description of a certain as'pect 
thereof — a changing network of economic relation- 
ships,* the cilcct on values in the economic sense of 
changes in ends and changes in the technical and social 
opportunities of realising thcj|i^.^.4f tho Economic 
Theorist, manipulating his shadowy abacus of forms 
and inevitable relationships, may comfort himself 
with the reflection that all action may come under 
its categories, the Economic Historian, freed from 
subservience to other branches of history, may rest 
assured that there is no segment of the multicolonred 
weft of events which may not prove relevant to his 
mvestigatious. 

> On the impossibility ol history ol any kind without aoloctire principle 
soe Riokort. Kulhirmisaenaohcift wid Naturwiaaemchaft, pp, 28-60. 

< Op, Cunningham: “Eoonomio History is not so much the study of a 
special class of facts as the study of all the foots from a special pijint ol 
view" (Orowth of Mngliah InAuairy and Oommeroa, rol. i., p. 8). 

s On the relation between kloonomio ^Jlheory and klconomio History, 
see Eecksoher, A Plea for Theory in Mtxmomie History (Hoonomio Hiatory, 
vol. i., pp. 626-636); Clapham, The Study of Heonomie Hiatory, paasim; 
yiieoB, Soeioloffie und Oeachichte (Archiv fur Sozialieiaaenschnft und Seisial- 
politik, Bd. 61, pp. 466-612). It may bo urged that the above dosoription 
of tho nature of Bconomio Hiatory presents a very idealised pirtuio of what 
is to be found in the average work on Hoonomio History. And it may be 
admitted that, in the past, Bconomio History, equallywith Economic Theory, 
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A low illustrations should make this clear. Lei us 

r 

take, for example, that vast upheaval which, for jLhe 
sake of compendious deRcrij)tion, we call the Reforma- 
tion. From the point of view of the historian of 
religion, the Kefonnation is significant in its influence 
on doctrine and ecclesiastical organisation. Prom the 
point of view of the political historian, its interest 
consists in the changes in political organisation, the 
new relations of rulers and subjects, the emergence of 
the national states, to which it gave rise. To the 
historian of culture it signifies important changes bol h 
in the form and the subject-matter of the arts, and the 
freeing of the spirit of modern scientific enquiry. 
But t.o the economic historian it signifies chiefly 
changes in the distribution of property, chn,ngcs in the 
channels of trade, changes in the demand for fish; 

, changes in the supply of indulgences, changes in the. 

, incidence of taxes. The econoiiaic historian is not 
interested in the changes of ends and the changes 
of means in themselves. He is interested only in- 
BO far as they afloct the series of rolationships bo-,' 
tween means and ends which it is his function to • 
study. 

Again, we may take a change in the technical 
processes of production — ^tho invention of the steam 


haa not ahvaya auocopdod m purging itself of itdTentitioua elements. In 
pertlonlar it is olear that the infioenoe ol the German Uistorioai Sohoo] was 
roBpnnsible for tho intriiHion of all sorts of sooiologioal and othioal elements 
Krhioh oannot, by the irldest extension of tbe moaning of words, be desoribed 
as Scrniomie History, It is tmp too that there bos been oonsidorable con- 
fusion between Koonomio History and the eoonomio interpretation of other 
aspects of history — in tho soaso of the word "eoonomio ’* suggested above 
— and between Boonomic History and the “Eoonomio Interpretation" of 
History in the sense of the Materialist Interpretation of History (see below. 
Section 0). But I venture to suggest tho main stream of Bconomio History 
from Fleetwood and Adam Smilh down to Professor Clapliam bears the inter- 
prettition pul on it hero more oonsistenily than any other. 
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engine or the fli,soov<*ry of raj I Lr.'uisporfc. Rveiits of 
this sort, equally with cliaages in ends, have an almost 
inoxlia list! bio variety of aspects. They are signilicant 
for the history of technique, for the history of manners, 
for the history of the arts, and so on ml infinitum. 
Hut, for the economic historian, all these aspects are 
irrelevant save in so far as they involve action and 
reaction hi his sphere of interest. The precise 
shape of the early steam engine and the phy.sioal 
principles upon which it rested arc no concern of the 
economic historian as economic historian — although 
economic historians in the past have sometimes dis- 
played a quite inordinate interest in such matters. 
For him it is significant because it affected the supply 
of and the demand for certain products and certain 
factors of production, because it affected the price and 
income structures of the comnaunities wliere if 'was 
adoptedT 

So, too, in the fibld of “Descriptive Economics” — 
the Economic History of the present day— ;^e main 
object is always the elucidation of particular “scarcity 
relationships” — although the attainment of this object 
often necessarily involves very specialised investiga- 
, tions. In the study of monetary phenomena, for 
instance, we are often compelled to embark upon 
enquiries of a highly technical or legal character — 
the mode of granting overdrafts, the law relating to 
the issue of paper money. For the banker or the 
lawyer these things are the focus of attention. But. 
for the economist, although an exact knowledge of 
- them may be essential to his purpose, the acquisition 
of this knowledge is essentially subservient to his 
main purpose of explaining the potentialities, in par- 
ticular situations, of changes in the supply of circulating 
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media. The technical and the legal are of interest 
solely in so far as they ha'vc this aspect. 

6. Finally, we may notice the bearing of all this 
on the celebrated Materialist or “Economic” Inter- 
pretation of History. For, from the point of view we 
have adopted, certain distinctions, not always clearly 
recognised, are discernible. 

We have seen already that, although in the past 
Economics has been given what may bo described as a 
“materialist” definition, yet its content is not at all 
materialistic. The change of definition which we have 
suggested, so far from necessitating a change of con- 
tent, serves only to make the present content more 

‘ Considerations of this sort flnggest the very real dangers nf overmuch 
seotionalism in economic studios. In rocont yosia there has lioon an immense 
extension of aootional studios In the economio flnld. Wo have institutes of 
Agrioultucal Boonomios, Transport Koonomios, Mining Koonomirs, and so 
on. And, no doubt, up to a point this isallto the good. JiiUlo realm of Applied 
Economics, some division of labour is essential, and, as wo shall soo lafor, 
^’theory oannot be fruitfully applied to the intorprotation of ouuoreto sitim. 
tions unlesa it is informed continually of the ^hanging background of the 
faols of particular industries. But, as experience shows, sectional invostiga* 
tioiis conducted in isolation are exposed to very grave dangers. If continual ^ 

, vigilance is not exorcised they tend to the gradual replacement of economic 
, by technological interests. The fooue of attention becomes shifted, and a 
body of generalisations which have only toohmeal significance comes to 
masquerade as Economics And this is fatal. Eor, since the scarcity; 
of means is relative to all ends, it follows that an adequate view of the 
infiuences governing social relationships in their economic aspects canj 
only be obtained by viewing the ooonomic system as a whole. In fhe{ 
economic system, "industries” do not live to thomselvos. Their raison 
d'drt, indeed, is the existence of other industries, and their fortunes can 
only be understood in relation to the whole network of economic relation- 
ships. It follows, therefore, that studies which ore exdusively devoted to 
one industry or occupation are oontinually exposed to the dongor of losing 
touch with the essentials. Their attention may ho supposed to he directed 
to the study of prices and costs, but they tend oontinually to degenerate 
either into mere aooountanoy or into amateur toobnology. existenoe of 
this danger is no ground for dispensing with this kind of investigation. 
But it is fundamental that its existence should be clearly rocognisod. Hero » 
as elsewhere, it is the preservation of a proper balance which is important. 
Our knowledge would ho very much poorer & it were not for tho existence of 
many of the varioos specialised research institutes. But many serious mis- 
understandings would be avoided if the workers engaged therein would keep 
more clearly in mind a conception of what is economically relevant. 
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comprelif'jjisiblc. The “materialisra” of Economics 
was, a pseudo-materialism* In fact, it was not material- 
istic at all. 

It might be thought that a similar state of aJfairs 
prevailed in regard to the “Economic” or Materialist 
Interpretation of History — ^that a mere change of label 
would suffice to make this doctrine consistent with the 
modern conception of economic analysis. But this 
is not so. For the so-called “Economic” Interpreta- 
tion of History is not only labelled “Materialist”, it 
is in svhstance through and through materiahstic. It 
holds that all the events of history, or at any rate 
all the major events in history, are attributable to 
“ma terial ” changes, not in the philosophical sense 
that those events are part of the material world, 
nor in the psychological sense that psychic dispositions 
are the mere epiphenomena of physiological changes — 
though, of course, Marx would have accepted these 
positions — ^but in thft sense that the material technique 
of production conditions the form of all social institu- 
tions, and all changes in social institutions are the 
result of changes in the technique of production. 
History is the epiphenomenon of technical change. 
The history of tools is the history of mankind.^ 

Now, whether this doctrine is right or wrong, it is, 
certainly materialistic, and it is certainly not deriva- 

^ In wbai follows, the distinotions I employ arc very similar to those 
used by Dr. Strigl (op. c«f., pp. 168-161). The difierenoes in our emphasis 
may be attributed to a difference of expository purpose. Dr, Strigl is trying 
to exhibit tlie Materialist Interpretation as a primitive theory of what he 
calls Daiemnderung. lie, therefore, tends to'slur its deficiency in refusing 
to take account of changes in ultimate valuations save as derivative Irom 
whanges on the supply side. I am anxious to show the fundamental dis- 
tmetion between any. explanation of history gprijiging from economic 
analysis as we know it and the explanation attempted by the hlaterialist 
Interpretation. I therefore drag this partionUr point mlu the light,- 1 do 
not think that Dr. Strigl would question the logic of my distinotions any 
more than I would question the interest of his analogy. 
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tivc from Economic Science as wo know it.. It asserts 
quite dofmitely, not only tlSal technical changes cp,use 
changes in scarcity relationships and social institu- 
tions generally — ^which would be a proposition in 
harmony with modern economic analysis — ^but also 
that all changes in social relations are duo to technical 
changes — which is a sociological proposition quite 
outside the limited range of economic generalisation. 

“It definitely implies that all changes in ends, in relative 
•valuations, are conditioned by changes in the technical 
potentialities of production. It implies, that is to say, 
that ultimate valuations are mci'oly the by-product 
of technical conditions. If technical conditions alter, 
tastes, etc., alter. If they remain unchanged, then 
tastes, etc,, are unaltered. Tlucre are no autmiomms 
changes on the demand side. What changes occur are, 
in the end, attributable to changes in the technical 
machinery of supply. There is no independent “psy- 
chological” (or, for that matter, “physiological”) 
side to scarcity. No matter what their fundamental 
make-up, be it inherited or acquired, men in similar 
technical environments will develop similar habits and 
institutions. This may be right or wrong, pseudo- 
Hegehan twaddle or profound insight into things ' . 
which at the moment are certainly not susceptible of 
scientific analysis, but it is not to be deduced from 
any laws of theoretical Economics. It is a general 
statement about the vQaqsatioip of human motive 
which, from the point of view of Economic Science, is 
completely gratuitous. The label “Materialist” fits the 
doctrine. The label “Economic” is misplaced. jBcdno-' 
mics may well provide an important instrument for 
' the elucidation of history. But there is nothing in 
economic analysis which entitles us„to assert that 
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alllusioijj ifi to be cxplimod in “('{onomic” ierui!!," 
if “economic” is to be ilscd as cquivaieui io tlie 
tcclinically iMioiial. The Matcjialisi Interpietalion 
of History has come to be oallcd the Economic Inici- 
pictdtion of Jlibtojy, because it was thought that the 
subject-matter of Economics was “the causes of 
material welfare”. Once it is realised that this is not 
the case, the Maleiialist Interpretation must stand 
or fall by itself. Economic Science lends no support to 
its doctrines. Nor does it assume at any point the 
connections it asscits, Fiom the point of view of 
Economic Science, changes m relative valuations are 
dataj 

1 It mighl 1)0 arguod, mdood, that a thorough undoialnnding of economio 
onalysiB was totiduoivo to proBumptioiiB agriinot tho Maluimlist Inter 
prcinlion, Onco it ib rciliBod hnn ihangoi in IprliniijiiB dn iMert/y inDiionre 
ainountB demanded, it is oxi i nordnmi ily didiculi to bring onesilf 1 o pnsliilito 
any memiy connoctinn hcUuon tediniunl rhangOB and antnnomous 
cluingex) on tho domniid sidn. Siirli au atliludo n( sroptioiBin toviiids the 
Marxian thooiy dooB not imply denial of molapliyaicnl maiorinhiin 
though oqunlly it does not i/fiply itiatcoptanus— itimphoB merely a lefnsal 
to l)olio\e that the oaiiBOB iniluoncmg taelo and bo on are torhnicnl in nntiiro, 
Tho moot inlrausigont bohaviovrist need find nothing to quarrel uith in the 
belinf that toohnir il matenaliBm in thiB sense in a very miNloading half truth. 
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THE RELATIVITY OP ECONOMIC “ QUANTITIES " 

I. That aspect of behaviour which is the subject- 
matter of Economics is, as we have seen, conditioned 
by the scarcity of given means for the attainment 
of gi/oen ends. It is clear, therefore, tliat the quality 
of scarcity in goods is not an “absolute” quality. 
Scarcity does not mean mere infrequency of occurrence. 

It meanp limitation in relation to demand. Good eggs 
are scarce because, having regard to the demand for 
them, there are not enough to go round. But bad eggs, 
of which, let us hope, there are far fewer in eidstcnoo, 
are not scarce at all in our senseK They are redundant. 
This conception of scarcity has implications both for 
theory and for practice which it is the object of this 
chapter to elucidate. 

2. It follows from what has just been said that , 
the conception of an economic good is necessarily 
purely formal.^ There is no quality in things taken 
out of their relation to men which can make them 
economic goods. There is no quality in services taken 

1 Of oourBe, the oonoeptioM of any pure soionoe are neousariln purely 
formal. If we wore attempting to dosotibe Eoonomios by inference from 
general methodological piinoiplee, inatend of describing it as it appears fronv 
a consideration of what is essential in its subjeot-mattei, this would be a 
guiding oonsideration. But it is interesting to observe how, starting from the 
inspeotion of an apparatus which actually exists for solving concrete prob. 
lems, we eventually arrive, by the necessities of accurate description, at 
conceptions which are in full conformity with the expectations of pure 
methodology, 
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oui of rclaiiou to tlic cud served wliicli makes tkeui 
economic. Wlietker a partimilar thing or a particular 
service is an economic good depends entirely on its 
relation to valuations. 

Thus wealth’ is not wealth because ol its substan- 
tial qualities. It is wealth because it is scarce. We 
cannot define wealth in physical terms as we can 
define food in terms of vitamin content or calorific 
value. It is an essentially relative concept. For the 
community of ascetics discussed in the last chapter 
there may be so many goods of certain kinds in relatiou 
to the demand for them that they are free goods — 
uot wealth at all in the strict sense. In similar cir- 
cumstances, the community of sybarites uiiglit ho 
“poor”. That is to say, for them, the self-same goods 
might bo economic goods. 

So, too, when we thinlc of productive power in the 
economic sense, wo do not mean something absolute 
— something capable of physical computation. We 
mean power to satisfy given demands. If the given 
demands change, then productive power in this sense 
changes also. 

A very vivid example of what this means is to be 
found in Mi’. Winston Churchill’s account of the 

« 

situation confronting the Ministry of Munitions at 
11 a.m. on November llth,J1918 — ^the moment of the 
signing of the Ai'mistico. After years of eflort, the 
nation had acquired a machine for turning out the 

1 The term wealth is used here as equivalent to a flow of econotnie goods. 
But I think it is oleai that there are ^ofouiid disadvantages in vising it in 
this sense. It would be very paradoxical to have to maintain that, if 
-‘‘eoonomio” goods by reason of muitiplioation became “free” goods, wealth 
would diminish. Yet that might be urged to the implioation of this usage. 
Hence, in any rigid delimitation of Beonomics, the term wealth should bo 
avoided. It is used here simply in eluoidation of the implications for every- 
day discussion of the somewhat remote propositions of the preceding para- 
graph. 
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materials of war in luipreccdciitcLl qmiul^ies. Enor- 
mous programmes of production were in every stage of 
completion. Suddenly tlie wliolo position is changed. 
The “demand” collapses. The needs of war are at 
an end. What was to be done? Mr. Churchill relates 
how, in the interests of a smooth change-over, instruc- 
tions were issued that material more than CO per cent, 
advanced was to be finished. “Thus for many weeks 
after the war was over we coMim©^ to diverge upon 
the gaping world masses military 

materials of every kind.”^ wa^e’h'Ilie adds, 

“but perhaps it was a prudenf wasL^.'^ (wi^ior thi.s 
last contention is correct or not is irrelevant to the 
point under discussion. What is relcviiut is that what 
at 10.65 a.m. that morning was wealth and productive 
power, at 11.5 had become “not-wealLh,” an em- 
barrassmenl.. a source of social waste. The substance 
had not changed. The guns wore the same. Tlie 
potentialities of the machines wbre the same. From 
the point of view of the technician, everything was 
exactly the same. But from the point of view of the 
economist, everything was difierent. Guns, explo- 
sives, lathes, retorts, all had suffered a sea change. 
The ends had changed. The scarcity of means was 
different. 

1 The World Critie, yol. y., pp. 33 36. 

0 It is, perhaps, worth while observing bow our practice here differs 
from the practice which would seem to follow frum Professor Carman's 
procedure. Having defined wealth as material welfare, Frofeseor Cannan 
would he logically compelled to argue that we were not producing during 
the War. In fact, be gets outnof the difficulty by arguing that we may say 
that we were producing produce but not material welfare ( Jieuteui o/ Mconomie 
Theory, p. 61). Prom the point of view of the definitions bore adopted, i^ 
follows, not that we were not produoing, but simply that we were not pro- 
duoiug tor the same demands os during peace time. Prom either point of 
view, the non-eomparability of material statistics of war and peace follows 
clearly. But from our poiut of view the persistence of formal economic lawa 
is much mom elearly emphasised. 
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3. Tliejjropositioii wliicli wo have just been dis- 
cussing, concerning what •’may bo described as tlie 
relativity of “economic quantities”, has an important 

bearing on many problems of Applied Economics 

so important, indeed, that it is worth while, here and 
now, interrupting the course oi our main argument in 
order to examine them rather more fully. Thci'e can 
be no better illustration of the way in which Ihe 
propositions of pure theory facilitate comprehension 
of the meaning of concrete issues. 

A conspicuous instance of a type of problem 
which can only be satisfactorily solved willi the aid 
of the distinctions wc have been developing, is to bo 
found in contemporary discussions of the alleged 
economies of mass production. At the present day 
the lay mind is dominated by the. K])ecLaciih\r achieve- 
ments of mass production. Mass product iou has Ix'- 
coino a sort of curc-all, an open sesame. 'I'lie goggled 
eyes of the world timi westward to Ford the deliveier. 
lie wlio has gaped longest at the conveyors at Detroit 
is hailed as the most competent eeonomisL. 

Now, naturally, no economist in las souses would 
wish to deny the importance for modern civilisation 
of the potentialities of modern manufactuiing tecli- 
nique. The technical changes which bring to the door, 
even of the comparatively poor man, the motor-car, 
the gramophone, the wireless apparatus, are truly 
momentous changes. But, in judging their significance 
in regard to a given set of ends, it is very imi)oi'tant 
to bear in mind this distinotioh between the mere 
-multiplication of material objects and the .satisfaction 
of demand, which the definitions of this cliapl-cr 
elucidate. To use a convenient jargon, it is imfiortant 
to bear in mind i-hA rlintim.ri/m Lufuninn (riniini'w.i .....i 
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northward is no longer valuable to me. 'r,o cojitinue 
nevertheless would be irfational. In Econonuc^, as 
Jevons remarked, bygones are lorcver bygones. 

Exactly similar considerations apply when wo are 
considering the present status of machinery for whoso 
products demand has ceased, or which has ceased to 
be as profitable, taking everything into account, as 
other kinds of machinery. Although the machinery 
may be technically as efficient as it was before these 
changes, yet its economic status is different.' No 
doubt, if the change in demand or in cost conditions 
which led to its supersession had been foreseen, the 
disposition of resources would have been different, 
lu tliat sense it is not meaningless to speak of a waste 
due to ignorance — although tliore arc difficulties here. 
But once the change has taken place, what has 
happened before is totally irrolovant— it is waste 
to take it into further consideration. The problem 
is one of adjustment to the situation that is given. 
When every legitimate criticism of the subjective 
theory of value has been taken into account, it still 
remains tho unshakable achievement of this theory 
that it focuses attention on this fact, as import- 
ant in applied Economics as in the purest of pure . 
theory. 

As a last example of the importance for applied 
Economics of the propositions we have been con- 
sidering, we may examine certain misconceptions 

1 Compare Pigen, Ecmomics of Welfare, 3rd edition, pp, 100-102. It i?, 
perhaps, worth noting that most contomporary discussion of tho so-oaliod 
I'rauspart Problem completely ignores these elementary considerations. 

If there is a concealed subsidy to motor transport through public oxpondP' 
tnro on roads, this is a matter for the Chancellor of the Exchequer. It is no 
argument for attempting to make people go by train who prefer to travel 
by rood. If we want to preserve railways which are unprofitable in the 
present conditions of demand, wo should subsidise them as ancient menu, 
ments. 
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with regard to tho economic efiocts o£ inflation. It 
is a^well-known fact that 'during periods of inflation 
there is often for a time extreme activity in the con- 
structional industries. Under the stimulus of the 
artificially low interest rates, overhauling of capital 
equipment on the moat extensive scale is often under- 
taken. New factories are built. Old factories are re- 
equipped. To the lay mind, there is something 
extraordinarily fascinating about this spectacular 
activity; and when the effects of inflation are being 
discussed, it is not infrequently regarded as a virtue 
that it should bo instrumental in bringing this about. 
How often does one hear it said of the German inflation 
that, while it was painful enough while it lasted, it 
did at least provide German industry with a new 
capital equipment. Indeed, no less an authority than 
Professor P. B. Graham has given the weight of hia 
authority to this view.^ 

But, plausible a3 all this may seem, it is founded 
on the same crude ms,terialist conception as the other 
fallacies wo have been discussing. For the efficiency 
of any industrial system docs not consist in the 
presence of large quantities of up-to-date capital 
equipment, irrespective of the demand for its products 
or the price of the factors of production which are 
needed for tho profitable exploitation of such equip- 
ment. It consists in the degree of adaptation to meet 
demand of the organisation of all resources. Now it 

* Exchange, Pncee and Production in Byperinjlation : Oermmy, 1020* 
1023, p. 320. "So far as output la concerned, there is little support in aotual 
-lAatistica for the contention that the evils of inflation were other than evils 
ot distribution,” In his oonclusiou. Professor Graham does indeed make the 
grudging adiniasion that "in tho later stages of inflation, investment in 
durable goods took on a bi'carru aspect”. But he seems to boliove that 
the "quality” of oapital equipment may deteriorate without any detriment 
to its “quantity”, 
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can be sliown’ that, during times of inflation, the 
artificially low rates of Merest tend to encoijrage 
eicpaiision of certain kinds of capitalistic production 
in such measure that, when the stimulus is exhausted, 
it is no longer possible to work them as profitable 
undertalcings. At the same time, liquid resources are 
dissipated and exhausted. When the slump comes, 
the system is left high and dry with an incubus of 
fixed capital too costly to be worked at a profit, and a 
relative shortage of “liquid capital” which causes 
interest rates to be stringent and oppressive. The 
beautiful machinery which so impressed the news- 
paper correspondents is still there, but the wheels 
are empty of profit. The material is there. But it 
has lost its economic significance. Considerations of 
this sort might have been thought to bo very remote 
from reality at the time of the German inflation or at 
the time of stabilisation. After years of chronic 
“capital shortage” in that unhappy country, they 
begin to appear less paradoxicaji.* 

4. It is thne^to return to more abstract considera- 
tions. We have next to consider the bearing of our 
definitions upon the meaning of Economic Statistics. 

Economic Statistics employ two kinds of units of 
reckoning — physical units and value units. Beckon- 
ing is by “weight and tale” or by valuation — so many 
tons of coal, so many pounds sterling worth of coal. 
From the point of view of economic analysis, what 
meaning is to be attached to these computations? 

^ Sae Misea, Theory Money and OredM, pp. 339*366; Harelir 
Monetary Theory and the Trade Cycle, asd Pricee and Production; Strigl, Pie 
PnoduJet-ion water dem Minfintee einer Krediletepanehn {Sohriften dee Vereina 
fur Soadyoimk, Bd. 173, pp. 187-211). 

> See Bonn, Poe Schidcsed dee detUedten KapUdHamut, pp. 11-31, Bresoi- 
aiii-Tortoiii, Jl Vietndi del Mateo Taiaaco. 
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So iar (IS physical reckonings are concerned, what 
has been said already is sufficient. There is no need 
further to labour the proposition that, although, as 
records of fact, physical computations may be un- 
irapoacliable and, in certain connections, useful, yet 
from the point of view of the economist they have 
no significance apart from relative valuations. No 
doubt, assuming a certain empirical permanence of 
relative valuations, many physical scries have direct 
significance for applied Economics. But from the 
logical point of view this is an accident. The signifi- 
cance of the serio.s always depends upon the back- 
ground of relative valuation. 

So far as reckonings in terms of value are con- 
cerned, there are other subtler difficulties which we 
must now proceed to unravel. 

According to modern price theory, the prices of 
different commodities and factors of production aro 
expressions of relative scarcity, or, in other words, 
marginal valuations.\ Given an initial distribution 
of resources, each individual entering the market may 
be conceived to have a scale of relative valuations; 
and the interplay of the market serves to bring these 
> individual scales and the market scale as expressed 
in relative prices into harmony with one another.* 
Prices, therefore, express in money a grading of the 
various goods and services coming on the market. 
Any given price, therefore, has significance only in 
relation to the other prices prevailing at that time. 
Taken by itself it means nothing. It is only as the 
"expression in money terms of a certain order of pref- 
erence that it means anything at all. As Samuel 

1 See beloir, Chapter IV., Seotioa 2. 

9 3(or an exhaasttye desoription oi the process, see espeoiallj Wioksteed, 
CommpMeTife of PolUadl Hammy, pp. ^12>400, 
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Bailfty pointed out over a hundred ycava ago, “As 
we cannot speak ol the distance of any object without 
implying some other object between which and the 
former this relation exists, so we cannot speak of the 
value of a commodity, but in reference to another 
commodity compared with it. A tiling cannot he 
valuable in itself without reference to another thiiiff, 
any more than a thing can be distant in itself without 
reference to another thing.”^ 

It follows from this that the term which, for the 
sake of continuity and to raise certain definite asso- 
ciations, we have used hitherto in this chapter, the 
term “economic qmntiiij' is really very misleading. 

A price, it is true, expresses the quantity ol money 
which it is necessary to give in exchange for a given 
commodity. But its signific^inco is the relationship 
between this quantity of money and otlior similar 
quantities. And the valuations which the price system 
expresses are not quantities at all. They are arrange- 
ments in a certain order. To assume that the scale of 
relative prices measures any quantity at all save 
quantities of money is quite unnecessary. Value is a 
relation, not a measurement.® 

But, if this is so, it follows that the addition of , 
prices or individual incomes to form social aggregates 

1 A Orilieal DUaertation on Value, p. 6. 

» BeoogniUon of the ordinal uatora of the voluotioni implied in price U 
fundamental. It is diflioult to ovorstress its impoTt.^nco. With one slaeh of 
Oooam’s razor, it extrudes for oTef from ooonoroio nualTaiB the last vestiges 
of psyoholngical hodonism. The oonoeption is implicit in Monger’s use of 
the term Bedeuiuiig in hie aWtemont of the Theory of Value, hut the main 
oredit for its explicit statement and subsequent elaboration is duo to subse- 
quent writers. See especially Cubol, Zw Lehre von den JSedurJnmen, pp. 18^ 
210; Pareto, Manuel d'Boonomie Politique, pp. 610-2; and Uioks and Alien, 

A JReeoneideration oj the Theoiy of Value {Mconomica, 1034, pp, 61-70). In 
Ibis important artiole it is shown how the most rofiuod oonceptions ol the 
theory ol value, complotnenlanty, sabstitutabiUty, eto., may be developed 
without reooarse to the notion of n dotorminato utility function. 
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is au operation witli a vciy limited meaning. As 
quap-tities of money expended, ])arLiciilaT prices and 
particular incomes are capa,ble of addition, and the 
total arrived at has a definite monetary significance. 
But as expressions of an order of preference, a relative 
scale, they arc incajiablo of addition. Their aggregate 
lias no meaning. They arc only significant in relation 
to each other. Estimates of the social income may have 
a quite definite meaning for monetary tlicory. But 
beyond this they have only conventional significance. 

It is important to realise exactly both the weight 
and the limitations of this conclusion. It docs mean 
that a comprolionsivo aggregate of prices means 
nothing but a stream of money payments. Both the 
concept of world money income and the national money 
income have strict significance only for monetary 
theory — the one in relation to the general theory of in- 
direct exchange, the other to the Eicardian theory of 
the distribution of tile precious metals. But, of course, 
this does not excludp a conventional significance. If 
we like to assume that preferences and distribution do 
not change rapidly within short periods, and that 
certain price changes may be regarded as particularly 
, significant for the majority of economic subjects, 
then no doubt we may assign to the movements of 
these aggregates a certain arbitrary meaning which 
is not without its uses. And this is all that is claimed 
for such estimates by the best statisticians. All that 
is intended hero is to emphasise the essentially 
arbitrary nature of the assumplions necessary. They 
"do not have an exact counterpart in fact, and they 
do not follow from the main categories of pure theory. 

Wc can see the bearing of all this if we consider 
for a moment the use winch may be made of such 
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aggregates in examining the probable otfocts of drastic 
changes in distribution. From time to time computa- 
tions are made of the total money income accruing 
within a given area, and, from these totals, attempts 
are made to estimate the effects of largo changes in 
an equalitarian direction. The best known of such 
attempts are the estimates of Professor Bowley and 
Sir Josiah Stamp.^ 

Now, in so far as such estimates are confined to 
ascertaining the initial amount of spending power 
available for redistribution, they are valuable and 
important. And, of course, this is all that has ever 
been contended by the distinguished statisticians 
who put them forward. But beyond this it is futile 
to attach any precise significance to them. For, 
by the very fact of rodistribution, relative valua- 
tions would necessarily alter. The whole “set” of 
the productive machine would be different. The stream 
of goods and services would have a different composi- 
tion. Indeed, if we think a little further into the 
problem, we can4ee that an estimate of this sort must 
very grossly overestimate the amount of productive 
power that would be released by such changes. For a 
substantial proportion of the high incomes of the rich 
are due to the existence of other rich persons. Lawyers, 
doctors, the proprietors of rare sites, etc., enjoy high 
incomes because there exist people with high incomes 
who value their services highly. Eedistribute money 
incomes, and, although the technical efficiency of the 
factors concerned would be the same, their place on 
the relative scale would be entirely different. With a 
constant volume of money and a constant velocity 

^ See Bowloy, TAe JDivieion 0/ t/ie Product of Jnduetry, and Stamp, 
WtaUh and Taxable Oa$ae^, 
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of circulation, it is almost certain that the main 
init^l result would be a rise in the prices of articles of 
working-class consumption. This conclusion, which 
is obvious enough from the census of occupations, 
tends actually to be concealed by computations in 
money — ^pessimistic as these computations are often 
supposed to be. If we compute the proportion of the 
population now producing real income for the rich 
who could be turned to producing real income for the 
poor, it is easy to see that the increase available 
would be negligible. If we attempt greater precision 
by means of money computations, we are likely to 
exaggerate. And the greater the degree of inicial 
inequality, the greater the degree of exaggeration.^ 

6. It is a further consequence of the conception of 
value as an expression of an order of preference that 
comparisons of prices have no precise significance, 
unless exchange is possible between the commodities 
whose prices are being compared. 

It follows, therefore, that to compare the prices 
of a particular commodity at differs^ periods of time 
in the past, is an operation which, by itself, does not 
necessarily afford results which have furthei meaning. 

, The fact that bread last year was 8d. and bread this 
year is 6d. does not necessarily imply that the relative 
scarcity of bread this year is less than the relative 
scarcity of bread last year. The significant comparison 

1 Of course, (his is not neoeaaarily so. If, instead of apimding thoir 
inoomea on the espensive aeirioes of dootora, lawyera, and ao ou, the rich 
were in the habit of spending them on vaat jtelinuea of retainers who wen 
lupported by the efforte of othen, the change in money incomea might release 
iSotora which, from the point of view of the new conditiona of demand, 
repreaented muoh produotive power. But in fact this ia not the oaae. Even 
whan the rich do aupport vast retinues of retainera, the retainera spend moat 
of their time looking after eaoh other. Anyone who has lived in a household 
In whiob there was more thou one servant will realise the force of thia 
oonsideratiuu. 
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is not the comparison between 8d. last year anti Cd. 
this year, but the comparison between 8d. and other 
prices last year and the comparison between 6d. and 
other prices this year. For it is these relationships 
which are significant for conduct. It is these relation- 
ships alone which imply a unitary system of 
valuations.^ 

At one time it used to be thought that these 
difficulties could be overcome by correcting individual 
prices for variations in the “value of money”. And 
it may bo admitted that, if the relations l)otwoon each 
commodity and all the others save ti>e one under 
consideration remained the same, and only the supply 
of money and the demand or supply of lliis particular 
commodity altered, such corrections would be sulfi- 
oient. If, that is to say, the original price relation- 
ships were 

(0 

and in the next period they were 

( 2 ) 

then matters would be simple, and the comparison 
would have some meaning. But such a relationship is - 

1 On all this, the olassical ddsoussion is still to be found in Samuel B.iiloy 's 
chapter (op. pp. 71-fl3) "On oomp.iring oommudities at different 
periods”. Bailey overstates his ease to this extent, that he does not nirntion 
proapeclive value relations through time (see below, p 61). But in every other 
lespeot his position is unassailable, and his demonstrations are among the 
most elegant to be found in the whole range of theoretioal analysis. 1^^®® 
the most blaoi could soarcely .resist a thrill at the exquisite delicacy of his 
exhibition of the ambiguities of the first proposition of Ricardo’s Principles. 

It was one of the few real injuries done to the progress of Boonomio Soien|*<» 
by the solidarity of the English Classics thot, presumably hoceuse of its 
attaolcB on Ricardo and Malthas, Bsiley’s work was allowed to drop into 
neglect. It is hardly an exaggeration to say that the theory ol Index uumoer 
is only today emancipating itself from erfors into wlxioh a regard to Bailey s 
main proposition would effeotivoly have prevented it Itom falling. 
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not possible save as a result of a soi'ies of coraj^onsatory 
accidents. This is not merely because demand or the 
conditions of production of oilier commodities may 
change. It is because almost any conceivable change, 
either real or monetary, must bring about dijferenl 
changes in the relation of a particular good to each 
other commodity. That is to say, save in the case of a 
compensatory accident, any change will lead not to a 
new sot of relationships of the order of equation (2), 
but rather to a set of relationships of the order 

P<,=iPa=iP.=fPd=P. (3) 

It has long been recognised that this must be the case 
with real changes. If the demand for a changes, it is 
most improbable that the demand for 6, c, d, e 
. . . will change in such a way that the change in 
relation between a and 6 will be equivalent to the 
change in relation to b and o . . . and so on. With 
changes in technique, factors of production which are 
released from the production of a will not be likely to 
bo distributed between b, c, d in such proportions as 
to preserve Pj : : : P* : P^ . . ..^ut, as may be 

demonstrated by very elementary reasoning,^ the 
same is true of “monetary” changes. It is almost 
impossible to conceive a “monetary” change which 
does not affect relative prices differently. But, if tliis 
is so, the idea of precise “correction” of price changes 
over time is illusory.® Samuel Bailey's conclusion 
remains; “When we say that an article in a former 

1 See espeoially Hayek, Prices cmi Production, ok. iii. 

3 It ia not always realised that the diffloulty of attaohing preoise meaning 
£9 the idea of ohanges in value, if there are more than two oommodities 
and the ratios of exchange between one and the rest do not move in. the 
some proportion, is not limited to ttie idea of changes in the “value of 
money”. The problem of conceiving changes in the “puroliasing power" of 
pig iron is just as insoluble as the problem of conceiving changes in tiie 
purchasing power of money. The difiocenoe is a practical one. The fact that 
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nge was of a certain value, we mean that it exchanged 
for a certain quantity cff some other commodity. 
But this is an inapplicable expression in speaking of 
only one commodity at two dillorent periods.”^ 

It is important to realise the exact significance 
of this proposition. It does not deny the possibility 
of intertemporal price relationships. Quite clearly, 
at any moment, anticipations of what prices will 
be at a future period inevitably influence present 
valuations and price relationships.® It is possible to 
exchange goods now for goods in the future, and we 
can conceive an equilibrium direction of price change 
through time. This is true and important. But while 
there is and must be a connection between present 
prices and anticipations of future prices, there is no 
necessary connection or significant value relationship 
between present prices and past prices. The concep- 
tion of an equilibrium relationship through time is a 
hypothetical relationship. It is realised only in so far 
as anticipations are proved tqhave been justified, 
Through history, the data change, and though at every 
mammt there may be tendencies towards an equili- 
brium, yet /rom moment to moment it is not the same 
equilibrium towards which there is movement. There 
is a fundamental asymmetry in price relationships 
through time. The future — ^the apparent future, that is 
to say — afiects the present, but the past is irrelevant. 
The effects of the past are now simply part of the data. 

prodnotion is detenuined by celatiTB valuations makes it unnecessary for 
practical purposes to worry about changes in the purchasing power of pig 
iron, white for all sorts of reasons, some good, some bad, we are obliged tw 
worry a good deal about the effeots of “monetary” changes, 

>• Op. A, p. 72. 

• See letter, Eeommic PHnei/pht, p. 101 ff., and pp, 236-277. See also 
Hayek, Das mierlmporaU GlAhgwiiishtsyslm der Preiat wd die Bewegwngtn 
dee “QeidmaUe" {Weliunrttehtiftlwhea Archiv, Bd. 28, ^pp, 33-76). 
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So fapj' as Uio act of valuation is concerned, bygones 
are forever bygones. ’ 

Hero, again, as in the case of our considerations 
regarding aggregates, there is no intention of denying 
the practical utility and significance of comparisons 
of certain prices over time, or of the value of “correc- 
tions” of these prices by suitably devised index 
numbers. It is not open to serious question that for 
certain questions of applied Economics on the one 
hand, and interpretation of history on the other, the 
index number toolmique is of great practical utility. 
Given a willingness to make arbitrary assumptions 
with regard to the significance of certain price sums, 
it is not denied that conclusions which are important 
for practice may be reached. All that it is desired to 
emphasise is that such conclusions do not follow from 
the categories of pure theory, and that they must 
necessarily involve a conventional element depending 
either upon the assumption of a certain empirical con- 
stancy of data^ or upon arbitrary judgments of value 
with regard to the relative importance of particular 
prices and particular economic subj«rts. 

6. The interpretation of economic statistics is not 

1 As in discussions of olisuges in rual income and the coat of living. On 
all this see Uaberler, Ver Sinn der IndexzMen, pasaim. Dr, Hahorler's cun 
elusion IS dofinitivo. “Die Wissonsobaft macht sich einor Gienziibersohrei< 
tung schuldig, sio f&llt ein Worturtoil wenn sie die Wirtsohaftsubjekle 
bel(^on will welches yon zwei Naturaleinkommen das 'grdssere' Realein- 
kommeu enthttlt. Dardber au enisobeiden, welobes vorzuziehen 1st, sind 
einzig und alloin die Wirtsohafler selbst betufen,” p. 83 (“Soienoe is guilty 
of tTespossing beyond its necessary limits — ^that is to say, it is delivering a 
judgment of value— if it attempts to lay doniji for others which of two real 
incomes is the ‘larger’. To decide on this, to decide which real income -is 

be preferred, is a task which can only be done hr him who is to enjoy it — 
that is, by the individual as 'economic subject’ ”. The translation is very 
free, for there is no Bnglish equivalent to the very useful German contrast 
between jVataralewbmunen and Ret^inkommen unless we use “Beal income’’ 
as equivalent to Nedundeinkommen and S'etter’s ’’Fsychio income’’ for the 
German Reakinhmmen), 
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the only department of economic studios to bo affected 
by this conception of our sdbject-matter. The arrange- 
ment and elaboration of the central body of theoret- 
ical analysis is also considerably modified. This is an 
interesting example of the utility of this kind of 
investigation. Starting from the intention to state 
more precisely the subject of our generalisations, wo 
reach a point of view which enables us, not only to 
pick out what is essential and what is accidental in 
those generalisations, but also to restate them in such 
a way as to give their essential bearing much greater 
force. Let us sec how this happens. 

The traditional approach to Economics, at any 
rate among 15nglish-spcaking economists, has been 
by way of an enquiry into the causes determining the 
production and distribution of wealth.^ Economics 
has been divided into two main divisions, the theory 
of production and the theory of distribution, and the 
task of these theories has been tb explain the causes 
determining the size of the “total product” and the 
causes determining the proportions in wliioh it is 
distributed bet^eu diSerent factors of production 
and different persona. There have been minor dif- 
ferences of content under these two headings. There 
has always been a great deal of trouble about the 
position of the theory of value. But, speaking broadly, 
up to quite a recent date, this has been the main “cut” 
into the body of the subject. 

Now, no doubt, there is a strong primafade case 
for this procedure. Ks Professor Cannau mges,* the 

■s 

* See Canuan, Theorka of Prodveiion and Diaii ibution, oh. ii. 

^ “The fundamental queetioue of economtoe ate why all of us taken 
together are os well o& as we are and why some of us are muub bpttei oil 
and others much worse ofi than the average . . (Cannau, Wealth, 
8id edition, p. t). 
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questions in which we are interested from ilie }jomt of 
view of social policy are — or at any rate appear to be 
—questions relating to production and distribution. 
If we are contemplating the imposition of a tax or the 
granting of a subsidy, the questions we tend to ask 
(whether we understand what we mean or not) are: 
What will be the eSects of this measure on production? 
What will be its effects on distribution? It is not 
unnatural, therefore, that, in the past, economists 
have tended to arrange their generalisations in the 
form of answers to these two questions.^ ) 

Yet, if we bear in mind what has been said 
already with regard to the nature of our subject- 
matter and the relativity of the “quantities” it con- 
templates, it should bo fairly clear that from this point 
of view the traditional division has serious deficiencies. 

It should not be necessary at this stage to dwell 
upon the inappropriateness of the various technical 
elements which almost inevitably intrude into a 
system arranged on this principle. We have all felt, 
with Professor Schumpeter, a sense ahuost of shame 
at the incredible banalities of mudh'’of the so-called 
theory of production — ^the tedious discussions of the 
various forms of peasant proprietorship, factory 
organisation, industrial psychology, technical educa- 
tion, etc., which are apt to occur in even the best 
treatises on general theory arranged on this plan.® 

^ Whether their generalisations did answer the qnestions, espeoially 
that relating to personal distribution, is another matter (see Gannan, 
EcaaomUt OuUook, pp. 216-263, and Bevieui oJ^Eamrmic Theory, pp. 234-332; 
see also Balton, Inegvality cf Incomes, pp, 33-168). The point is that 
Cbey thought they ought to answer them. The fact that they did not is not 
necessarily to the discredit either of economists or their generalisations. 
There is strong reason for supposing that personal distribution is deter- 
mined in part by extra-economic causes, 

‘ ^e Schumpeter, Diu IFesea ^nd der Uauplintudl der llieoretischen 
EaUoiifiWmomU, p. 156. 
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But titer e is a more fuiidameutal objection bo this 
procedure ; it necessarily precludes precision. Scientific 
generalisations, if they are to pretend to the status of 
laws, must be capable of being stated exactly. That 
does not mean, as we shall see in a later chapter, that 
they must be capable of quantitative exactitude. We 
do not need to give numerical values to the law of 
demand to be in a position to use it for deducing 
important consequences. But we do need to state it 
in such a way as to make it relate to formal relations 
which are capable of being conceived exactly.^ 

Now, as we have seen already, the idea of changes 
in the total volume of production has no precise 
content. We may, if we please, attach certain com 
ventional values to certain indices and say that we 
dejine a change in production as a change in this index; 
for certain purposes this may be advisable. But there 
is no analytical justification for this procedure. It 
does not follow from our conception of an economic 
good. The kind of empirical generalisation which may 
be made concerning what causes will affect production 
in this sense, ca'Srnever achieve the status of a law, 
For a law must relate to definite conceptions and 
relationships; and a change in the aggregate of pro- 
duction is not a definite conception. 

As a matter of fact, nothing which can really be 
called a “law” of production in this sense has ever 
been elaborated.* Whenever the generalisations of 

^ See ndgeworth, Malhe^atiaod Psychics, pp, UO, Kaafmann, iVas 
han/n die m<^em(Uiache Meihoit in itr NatiomldkonoinieleistenfiZeitsMJt 
fiir Ntttiamldkimimie, Bd, 2, pp, 764-779). 

> The nearest approach to a law of production is embodied in the oeie- 
brated Optimum ibieory of Population. This starts from the perfeotlp 
precise law of Kon-proportional Beturns wbiob relates to Toriations of 
prodnotiTity in the proportionate oombinations of indiTidual factors, and 
(^peors to achieve a similar precision in regard to variations of all huautn 
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economista have assumed the form of laws, they have 
relatjpd not to vague notions such as the total product, 
but to perfectly definite concepts such as price, supply, 
demand, and so on. The Ricardian System which, in 
this respect, provides the archetyjie of all subsequent 
systems, is essentially a discussion of the tendencies 
to equilibrium of clear-cut quantities and relation- 
ships. Tt is no accident that wherever its discussions 
have related to separate types of economic goods and 
ratios of exchange between economic goods, there 
the generalisations of Economics have assumed the 
form of scientific laws.* 

For this reason, in recent years economists have 
tended more and moi'e to abandon the traditional 
aiTangement. We no longer enquire concerning the 
causes determining variations of production and dis- 
tribution. We enquire rather concerning the condi- 
tions of equilibrium of various economic “quantities”,* 
given certain initinlidata, and we enquire concerning 
the effects of variations of these data. Instead of 


factors in a iixed inalerial onvironnient. In factvlroweTcr, it introduces 
oouoeptioDS of averages and aggregates to whiob it is impossible to give 
meaning without conventional assumptions. On the Optimum Theory see 
my Optimum Theory of Population in London Eeiaya in Ecammiu, edited 
by Dalton and Gregory, Tn that essay I disoussed tbs diffieulties of averaging, 
but 1 bad not then perceived the Tull weight of the general methodological 
Jifierence between statements relating to averages and statements relating 
to precise quantities. Hence my emphasis on this point is insufficient. 

^ It is important not to overstress the ezoellenoe of past procedure. 
The theory of money. e,g,, although in many respects the most highly 
developed branch of Economic Theory, has oontinually employed pseudo- 
concepts of the sort we have just daalared suspaot — the price level, move, 
meats of purohasing power parities, eto. Hut it is just licre that the diffi- 
culties of monetary theory have persisted. And recent improvements in 
ifibnetary theory have been directed to eliminating all dependence on these 
detions. 

> On the various types of equilibrium contemplated, see Knight, RUk, 
Uncertainty and Prqflt, p. 143, note; WiclSBell, Lectures on Political Economy, 
vol. i; and Kobhins, On a Certain Ambiguity in the Conception of Stationary 
Equilibrium [Bermomk Journal, vol. zi., pp> 194-214). 
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dividing our central body of antilysis into a, theory of 
production and a theory of distribution, we bave 
a theory of equilibrium, a theory of comparative 
statics and a theory of dynamic change. Instead 
of regarding the economic system as a gigantic ma- 
chine for turning out an aggregate product and 
proceeding to enquire what causes make this product 
greater or less, and in what proportions this product 
is divided, we regard it as a series of interdependent 
but conceptually discrete relationships between men 
and economic goods; and we ask under what condi- 
tions these relationships are constant and what are 
the effects of changes in either the ends or the means 
between which they mediate and how such changes 
may be expected to take place through time.’ 

As we have seen already, this tendency, although 
in its completost form very modern indeed, has its 
origin very early in the literature of scientific Econo- 
mics. Quesnay’s Tableau Econon'tique was essentially 
an attempt to apply what is now called equilibrium 
analysis. And, although Adam Smith’s great work 
professed to deaT with the causes of the wealth of 
nations, and did in fact make many remarks on the 
general question of the conditions of opulence which 
are of great importance in any history of applied 
Economics, yet, from the point of view of the history 
of theoretical Economics, the central achievement. of 
his book was his demonstration of the mode in which 
the division of labour tended to be kept in equilibrium 

by the mechanism of relative prices — a demonstration 

•* 

1 See Pareto, Matmel d'Wccmomii PoUtigne, p. 147 ; also my article ob 
Production in the Xncyclopasdia of the Social Sciences, In the Sret edition 
of thla eeeay I eiibsnmed the theory of oomporatire statics and the theory 
of dynamic change under the eingle heading, “Theory of Variations." I now 
think it it better to make explicit the two types of rariatioa theory. For fur- 
ther elucidations see below, Chapte^lV- Section 7 . ' 
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which, as Allyn Young has shown, ^ is in harmony 
with the most refined apparatus of the modern School 
of Lausanne. The theory of value and distribution 
was really the central core of the analysis of the 
Classics, try as they might to conceal their objects 
under other names. And the traditional theory re- 
lating to the effects of taxes and bounties was always 
couched in terms thoroughly consistent with the 
procedure of modern comparative statics. Thus, 
though the appearance of modern theory may be 
new, its substance is continuous with what was most 
essential in the old. The modern arrangement simply 
makes explicit the methodological foundations of the 
earlier theories^ and generalises the procedure.® 

At first sight it might be thought that these innova- 
tions ran the risk of over-austerity; that they involved 
dispensing with a mass of theory which is genuinely 
illuminating. Such a belief would be founded on an 
absence of knowledge of the potentialities of the new 
procedure. It may safely be asserted that there is 
nothing which fits into the old framework, which 
cannot be more satisfactorily exhibited in the new. 
The only difierence is that, at every step in the new 
arrangement, we know exactly the limitations and 
implications of our knowledge. If we step outside the 

' Op cf/., pp. S40-B42. 

! The beginning of the change dates from the ooming of the anbjeotiTe 
theory of value. So long as the theory of value was expounded in terma of 
coats, it was poseihie to regard the subject-matter of Economics as some- 
thing social and oolleolive, and to discuss price relationships simply as 
mar^t phenomena. With the realisation that these market phenomena 
were, in fact, dependent on the interplay of individual choice, and that the 
V^y social {dienomena in terms of whioh they were explained — costs — ivere 
in the last analysis the reflex of individual ohoice — the valuation of alterna- 
tive opportunities (Wieser, Davenport) — this approach becomes less and 
less convenient. The work of the matbematical ecuncmists in this respect 
only sets out particularly licldly a procedure which is really common tu all 
model u theory. 
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spliere of pure analysis and adopt any of the conven- 
tional assumptions of applied Economics, we know 
just where we are. We are never in danger of assert- 
ing as an implication of our fundamental preiniseg 
something which is smuggled in on the way by means 
of a conventional assumption. 

We may take as an example of the advantages of 
this procedure the modem treatment of organisation 
of production. The old treatment of this subject 
was very unsatisfactory: A few trite generalisations 
about the advantages of the division of labour copied 
from Adam Smith, and illustrated perhaps by a few 
examples from Cabbage; then extensive disoursions 
on industrial “forms” and the “entrepreneur” with 
a aeries of thoroughly unscientific and question-begging 
remarks on national characteristics — ^the whole wound 
up, perhaps, with a chapter on localisation. There is 
no need to dwell on the dreariness and mediocrity 
of all this. But it is perhaps just as well to state 
definitely its considerable positive deficiencies. It sug- 
gests that from the point of view of the economist 
“organisation” fa'a matter of internal industrial (or 
agricultiu'al) arrangement — if not internal to the firm, 
at any rate internal to “the” industry — although, as 
might be expected, “the” industry is seldom satisfac- 
torily defined. At the same time it tends to leave 
out completely the governing factor of all produc- 
tive organisation — the relationship of prices and 
costs. That comes in a different division which deals 
with “value”. As a 'result, as almost any teacher 
who has taken over students reared on the oW 
textbooks will realise, it was quite possible for a man 
to have an extensive knowledge of value theory 
and its conious refinemento and to be able to prattle 
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away at great length. ahou\ the rate of interest and its 
possible “causes”, without ever having reahsed the 
fundamental part played by prices, costs, and interest 
rates in the organisation of production. 

Jn the modern treatment this is impossible. Tn the 
modern treatment, discussion of “production” is an 
integral part of the theory of equilibrium. It is shown 
how factors of production are distributed between the 
production of different goods by the mechanism of 
prices and coats, how given certain fundamental data, 
interest rates and price margins determine the dis- 
tribution of factors between production for the present 
and production for the future. ^ The doctrine of division 
of labour, heretofore so disagreeably technological, 
becomes an integral feature of a theory of moving 
equilibrium through time. Even the question of “in- 
ternal” organisation and administration now becomes 
related to an outside network of relative prices and 
costs; and since this is how things work in practice, 
what is at first sight the greater remoteness of pure 
theory in fact brings us much nearer to reality. 

‘ The beet diarneeions are to be loond in Wiekaoll, Leetuns on PoUHeal 
Economy, toI.i., pp. 100-200 ; Hane ^yer, Prodnktion in the HandieSrkrbuch 
(far 8faatsioi»senscltafien, 
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THE NATUBE OF ECONOMIC GENERALISATIONS 

1. We have now sufficiently discussed the subject- 
matter of Economics and the fundamental concep- 
tions associated therewith. But wc have not yet 
discussed the nature of the generalisations whereby 
these conceptions are related. We have not yet 
discussed the nature and derivation of economic 
laws. This, therefore, is the purpose of the present 
chapter. When it is completed we shall bo in a 
position to proceed to our second main task — ^inves- 
tigation of the limitations and significance of this 
system of generalisations. 

2. It is the obiect of this essay to arrive at con- 
clusions which are based on the inspection of Economic 
Science as it actually exists. Its aim is not to dis- 
cover how Economics should be pursued — that con- . 
troversy, although we shall have occasion to refer 
to it en passant , may be regarded as settled as 
between reasonable people— but rather what signific- 
ance is to be attached to the results which it has 
already achieved. It ^ will be convenient, therefore,] 
at the outset of our investigations, if, instead ofi 
attempting to derive the nature of economic general- > 
isations from the pure categories of our subject- 


‘ See beloTT, Scotion i, uu3 Ohuptei 7., Section S. 
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matter,' ,we proceed rather by examining specimens 
dra^n from the existing body of analysis. 

'/The most fimdamental propositions of economic 
analysis are the propositions of the general theory of 
value. No matter what particular “school” is in 
question, no matter what arrangement of subject- 
matter is adopted, the body of propositions explaining 
the nature and the determination of the relation be- 
tween given goods of the first order will be found to 
have a pivotal position in the whole system. It would 
be premature to say that the theory of this part of the 
subject is complete. But it is clear that enough has 
been done to warrant our taking the central proposi- 
tions as established. We may proceed, therefore, to 
inquire on what their validity depends. 

It should not be necessary to spend much time 
showing that it cannot rest upon a mere appeal to 
“History”. The frequent concomitance of certain phe- 
nomena in time may suggest a problem to be solved. 
It cannot by itself be taken to imply a definite causal 
relationship. It mighi be shown that, whenever the 
conditions postulated in any of thd* simple corollaries 
of the theory of value have actually existed, the con- 
sequences deduced have actually been observed to 
follow. Thus, whenever the fixing of prices in relatively 
free markets has taken place it has been followed 
either by evasion or by the kind of distributive chaos 
which we associate with the food queues of the late 
war or the French or Eussian Revolutions.® But this 
would not prove that the phenomena in question 

1 For aa example of guoh a deriTaiion toaohing subataalially eimilar 
results, see Stcigl, op. cit.,p. 121 eetj. 

> If any reader of this book has any doubt of the evidence of the facts . 
he should oonsult the standard work ou roeont British experiments in suoh 
inenaurea, Briliah Bood Oontrol, by Sir William Beveridge. 
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were causally connected ifi any intimate sense. Nor 
would it afford any safe ground for predictions with 
regard to their future relationsliip '^Tn the absence 
of rational grounds for supposing intimate connec- 
tion, there would he no sufficient reason for supposing 
that history “would repeat itself”. For if there is 
one thing which is shown by history, not less than 
by elementary logic, it is that historical induc- 
tion, unaided by the analytical judgment, is the worst 
possible basis of prophecy.^ “History shows”, com- 
mences the bore at the club, and we resign ourselves 
to the prediction of the improbable. It is one of the 
great merits of the modern pliilosophy of history that 
it has repudiated all claims of this sort, and indeed 
makes it the jundementuin dimimns between history 
and natural science that history does not proceed by 
way of generalising abstraction.* 

It is equally clear that our belief docs not rest upon 
the results of controllod.experiment. It is perfectly 
true that the particular case just mentioned has on 
more than one occasion been exemplified by the results 
of government Intervention carried out under condi- 
tions which might be held to bear some resemblance 
to the conditions of controlled experiment. But it 
would be very superficial to suppose that the resulls 
of these “experiments” can be held to justify a pro- 
position of such wide applicability, let alone the centol 

' "The vulgar notion that the safe mothuds on political subjects are those 
of Baconian induction — that the tme guide is not general reasoning but 
specific experience — ^will one da}' ho quoted as ciuong the most unequivocal 
marks of a low state of the speoiilative facilities oi any age in which it is 
accredited. . . . Whoever makee use of an argument of this kind . 
should he sent hook to learn the elements of some one of the more easy 
physical soiencos. Such reasonors ignore tlie fact of Plurality of Causes 
in the very case which aflurdstho most signal example of it" (■rnlin Stuart 
Mill, Lope, chapter x., paragraph 8). 

* See niokerb, op. eit., pp. 78-101, Die Oremen der nahirwunntehaH- 
Uektn Htgnfftbildvng, paffiin. See eleo Max Wober. ov. ciU, tKMsfm. 
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propositious of the geiiersl theory of value. Certainly 
it would be a very fragile body of economic generalisa- 
tions which could be erected on a basis of this sort. 
Yet, in fact, our belief in these propositions is as com- 
plete as belief based upon any number of controlled 
experiments. 

JBut on what, then, does it depend? 

It does not require much knowledge of modern 
economic analysis to realise that the foundation mf 
the theory of value is the assumption that the different 
things that the individual wants to do have a different 
importance to him, and can be arranged therefore in 
a certain order. This notion can be expressed in 
various ways and with varying degrees of precision, 
from the simple want systems of Mengcr and the early 
Austrians to the more refined scales of relative valua- 
tions of Wicksteed and Schonfeld and the indifference 
systems of Pareto and Messrs. Hicks and Allen. But 
in the last analysis ft reduces to this, that we can judge 
whether different possible experiences are of equiva- 
lent or greater or less importance tp us. From this 
elementary fact of experience we can derive the idea 
of the substitutability of different goods, of the demand 
, for one good in terms of another, of an equilibrium 
distribution of goods between different uses, of equi- 
librium of exchange and of the formation of prices. As 
we pass from the description of the behaviour of the 
single individual to the discussion of markets we 
naturally make other subsidiaiy assumptions — ^there 
are two individuals or many, the supply is in the hands 
0? a monopoly or of a multiplicity of sellers, the in- 
dividuals in one part of the market know or do not 
know what is going on in other parts of the market, 
the legal framejvork of the market prohibits this or 
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tliat mode of a,cq\iisii,io» oi oxobaiigc, aiid sc on. We 
assume, too, a given initial distribution of property.' 
But always the main underlying assumption is the 
assumption of the schemes of valuation of the difierent 
economic subjects. But this, we have seen already," is 
really an assumption of one of the conditions which 
must be present if there is to be economic activity at 
all. It is an essential constituent of our conception of 
conduct with an economic aspect. 

The propositions so far mentioned ail relate to the 
theory of the valuation of given goods. In the elemen- 
tary theory of value and exchange jio inquiry is made 
into the conditions of continuous production. If we 
assume that production takes place, a new set of 
problems arises, necessitating now princi])l(>s of ex- 
planation. We are confronted, e.g., with the problem 
of explaining the relation betwoon the value of the 
products and the value of the factors which produced 
them — ^the so-callod problem of iihputation. Wlrat is 
the sanction hero for the solutions which have been 
put forward? 

As is well known, the main principle of explana- 
tion, supplementary to the principles of subjective 
valuation assumed in the narrower theory of value 
and exchange, is the principle sometimes described as 
the Law of Diminishing Eetums. Now the Law of 
Diminishing Eetums is simply one way of putting the 
obvious fact that difierent factors of production are 
imperfect substitutes for one another. If you increase 
the amount of labour without increasing the amount 
of land the product will increase, but it will not in- 

1 On all tbie see tb« filuminatisg observationB of Dr. Stngl, DU okona- 
miichen Sattgorien md die OrganUaUen ier Wirlschaft, pp. 86-121, 

* Boo abovo. Chapter I., Seotiou S. 



rv NATUKE OF ECONOMIC GENERALISATIONS 77 

crease proporUonately. To secure a doubling of the 
product, if you do not double both land and labour, 
you have to more than doable either one of the factors. 
This is obvious. If it were not so, then all the corn 
in the world could be produced from one acre of land. 
It follows, too, from considerations more intimately 
connected with our fundamental conceptions. A 
class of scarce factors is to be dclined as consisting of 
those factors which are perfect substitutes. That is 
to say, difference in factors is to be defined essentially 
as imperfect substitutability. The Law of Diminishing 
Eetums, therefore, follows from the assumption that 
there is more than one class of scarce factors of pro- 
duction.' The supplementary principle that, within 
limits, returns may increase, follows equally directly 
from the assumption that factors are relatively in- 
divisible. On the basis of these principles and with 
the aid of subsidiary assumptions of the kind already 
mentioned (the nature of markets and the legal 
framework of production, etc.), it is possible to build 
up a theory of equilibrium of production.’ 

Let us turn to more djmamic considerations. The 
theory of profits, to use the word in the rather re- 
- striated sense in which it has come to be used in recent 
theory, is essentially an analysis of the effects of un- 
certainty with regard to the future availability of 
scarce goods and scarce factors. We live in a world in 
which, not only are the things that we want scarce, 

' See Bobmson, Economics o/ Imperfect Competition, pp. 33 )- 31 . I 
msself first learnt this way of putting tbinga from a conTeraation with 
Profeaaor Itliaea many yoaia ago. But ao far as 1 know Mia, Kobinson ia the 
first to put mattera so sucuiuctly and clearly in print; I think that Mrs. 
Hobinsou's book will hare done much to 000101106 many hitherto sceptics 
of the utility and significance of the kind of abstract reasoning from very 
simple postulates whioh is the subject of the present discussion, 

• See, e./i., Schnoulgr, Thtone dee ProdiiHioa. msum. 
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but their exact occuireuc^ is .a iimt<.or of doubt and 
conjeotuie. In planning for the, future wo have, to 
choose, not between certainties, but rather between 
a range of estimated probabilities. It is clear that the 
nature of this range itself may vary, and accordingly 
there must arise not only relative valuation of the 
diflcrent kinds of uncertainties between themselves, 
but also of different ranges of uncertainty similarly 
compared. From such concepts may be deduced many 
of the most complicated propositions of the theory of 
economic dynamics.^ 

And so we could go on. We could show how the 
use of money can be deduced from the existence of in- 
direct exchange and how the demand for money can be 
deduced from the existence of the same uncertainties 
that we have just examined.** Wo could examine the 
propositions of the theory of capital and interest, and 
reduce them to elementary concepts of the typo we 
have been here discussing. But it is unnecessary to 
prolong the discussion further. The examples we have 
already examined.should he sufficient to establish the 
solution for which we are seeking. The.propositions of 
economic theory, like aU scientific theory, are obviously 
deductions frona a series of postulates. And the chief - 
of these pos tulates are a^_ assmnptions involving Jjj 
some w^ simple and in;^8jgutable fa.cts of experience_^ 
renting to the way in which .the sgarcity. of go©d_s 
which is tiie subject-matter of our science actually 
shows iteelf in the worldpfjcality . The main postulate 
of the theory of value is the fact that individuals can 

' See Knight, HUb, VwserUunly, and Profit-, Hicsks, ? /« Thfxny of Piofit 
{fSwwmica, Ko. 31, pp. 170-190). 

• See Miees, Tho Theory of Money, pp, 147 nnd 200 j Lavington, The 
Snyliek Capital Market, pp 29-3S! Hicks, A SuggeMianfor /amplifying the 
Thtoty of Money {Etowmieo, ) 88^ pp. 1.20). 
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ariaiige th(;ir prelcvcnces iu ?,u Older, and in fact do so. 
The mam postulate of the theory of production is the 
fact that there are more than one factor of production. 
The main postulate of the theory of dynamics is the 
fact that we are not certain regarding future scarcities. 
These are not postulates the existence of whose 
counterpart in reality admits of extensive dispute once 
their nature is fully realised. We do not need con- 
trolled experiments to establish their validity: they 
are so much the stuff of our everyday experience that 
they have only to be stated to be recognised as obvious. 
Indeed, the danger is that they may be thought to be 
so obvious that nothing significant can be derived 
from their further examination. Yet in fact it is on 
postulates of this sort that the complicated theorems 
of advanced analysis ultimately depend. And it is 
from the existence of the conditions they assume that 
the general applicability of the broader propositions 
of economic science is derived. 

3. Now of course it is true, as we have already seen, 
that the development' of the more complicated ap- 
plications of these propositions involves the use of 
a great multitude of subsidiary postulates regarding 
the condition of markets, the number of parties to 
the exchange, the state of the law, the mmimum 
sensible^ of buyers and sellers, and so on and so forth. 
The truth of the deductions from this structure de- 
pends, as always, on their logical consistency. Their 
applicability to the interpretation of any particular 
situation depends upon the existehce in that situation 
of 'the elements postulated. Whether the theory of 
competition or of monopoly is applicable to a given 
situation is a matter for inquiry. As in the applica- 
> See below, p. 99. 
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tions of the broad princij.les of the natural jScieoces, so 
in the application of economic principles we must be 
careful to enquire concerning the nature of our 
material. It is not assumed that any of the many pos- 
sible forms of competitive or monopolistic conditions 
miist necessarily always exist. But while it is important 
to realise how many are the subsidiary assumptions 
which necessarily arise as our theory becomes more 
and more complicated, it is equally important to realise 
how widely appUoable are the main assumptions on 
which it rests. As we have seen, the chief of them are 
applicable whenever and wherever the conditions 
which give rise to economic phenomena are present. * 
Considerations of this sort, it may be urged, should 
enable us easily to detect the fallacy implicit in a 
view which has played a great r6le in continental dis- 
cussions. It has sometimes been asserted that thg 
generalisations of Economics are essentially " historico- 
relative ” in character, that thesr validity is limited 
'‘Ib.certain historical conditions, gud that outside these" 
they have no relevance to fhe analysis of social 
pfienomena._Tlli8^iew is a dangerous misapprehension, 
it can be given plausibihty only by a distortion of the 
use of words so complete as to be utterly misleading. ^ 
It is quite true that in order fruitfully to apply the more 
general propositions of Economics, it is important to 
supplement them with a series of subsidiary postulates 
drawn from the examination of what may often be 
legitimately designated historico-relative material. It 
is certain that unless this is done bad mistakes are 
likely to be made. But it is not true that the mSin 
assumptions are historico-relative in the same sense. 
It is true that they are based upon experience, that 
they refer to reality^ But it is experience of so wide a 
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degree of generality <as to pb se them in quite a dilierent 
class from the more properly designated historico- 
relaSivc assumptions. No one will really question the 
universal applicability of such assumption as the 
existence of scales of relative valuation, or of different 
factors of production, or of different degrees of un- 
certainty regarding the future, even though there may 
be room for dispute as to the best mode of describing 
their exact logical status. And no one who has 
really examined the kind of deductions which can 
be drawn from such assumptions can doubt the 
utility of starting from this plane. It is only failure 
to realise this, and a too exclusive preoccupation with 
the subsidiary assumptions, which can lend any 
countenance to the view that the laws of Economics 
are limited to certain conditions of time and space, 
that they are purely historical in character, and so on. 
If such views are interpreted to mean merely that we 
must realise that the apphoations of general analysis 
involve a host of subsidiary assumptions of a less 
general nature, that’ before we apply our general 
theory to the interpretation of a particular situation 
we must be sure of the facts — ^well and good. Any 
teacher who has watched good students over-in- 
toxicated with the excitement of pure theory will 
agree. It may oven be conceded that at times there 
m^y have been this degree of justification in the criti- 
cisms of the classical economists by the better sort of 
historian. But if, as in the history of the great metho- 
dological controversies has notoriously been the case, 
thfey are interpreted to mean that the broad conclu- 
sions springing from general analysis are as limited as 
their particular applications — that the generalisations 
of Political Economy were applicable only to the state 



82 SiaNIflCANOE OB’ ECONOMIC HCIB^B'CB on. 

of England in the early "part of tho reign of Queen 
Victoria, and such-like contentions — ^then it is clearly 
utterly misleading. There is perhaps a sense in vtfhich 
it is true to say that aU scientific knowledge is 
historico-relative. Perhaps in some other existence 
it would all be irrelevant. But if this is so, then we 
need a new term to designate what is usually called 
historico-relative. So with that body of knowledge 
which is general economics. If it is historico-rela- 
tive, then a new term is needed to describe what we 
know as historico-relative studies. 

Stated this way, surely the case for the point of 
view underlymg the so-called “orthodox” conception 
of the science since the time of Senior and Caimes is 
overwhelmingly convincing. It is difficult to see why 
there should have been such fuss, why anybody should 
have thought it worth while calling the whole position 
in question. And, of course, if we examine the actual 
history of the controversy it becomes abundantly 
clear that the case for the attack was not primarily 
scientific and philosophical at all. It may have been 
the case that from time to time a sensitive historian 
was outraged by the crudities of some very second- 
rate economist — more probably by some business 
man or politician repeating at second-hand what he 
thought the economists had said. It may have been 
the case sometimes that a pure logician has been 
offended by an incautious use of philosophical terms on 
the part of an economist, anxious to vindicate a body 
of knowledge which' he knows to be true and im- 
portant, But in the main the attacks have not come 
from these quarters. Bather they have been polilical 
in nature. They have come from men with an axe to 
grind — itora men who wished to pursue courses which 
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f,Le ackncwledgmenfc of lav? iji the economic sphere 
would have suggested to be unwise. This was certainly 
the case with the majority of the leaders of the younger 
Historical School, ^who were the spearhead of the attack 
on international liberalism in the Bismarckian era. It is 
equal])’’ the case to-day with the lesser sclioola which 
adopt a similar attitude. The only difference between 
Institutionalism and Historisnms is that Hisiorismus 
is much more interesting. 

■^4. If the argument which has been developed 
above is correct, economic analysis turns out to be 
as Fetter has emphasised,® the elucidation of the im- 
plications of the necessity of choice in various assumed 
circumstances. In pure Mechanics we explore the 
implication of the existence of certain given properties 
of bodies. In pure Economics we examine the implica ' 
tion of the existence of scarce means with alternative 
uses. As we have seen, the assumption of relative valua 
tions is the foundation of all subsequent complications 
It is sometimes thought, even at the present day 
that this notion of relative valuation depends upon the 
validity of particular psychological doctrines. The 
borderlands of Economics are the happy hunting 
ground of minds averse to the effort of exact thought 
and, in these ambiguous regions, in recent years, end- 
less time has been devoted to attacks on the allegec 
psychological assumptions of Economic Science. Psy- 
chology, it is said, advances very rapidly. If, there 
fore, Economics rests upon particular psychologica 
doctrines, there is no task more ready to hand thai 
every five years or so to write sharp polemics showing 
that, since psychology has changed its fashion 

1 Cp. Miks, Krilik dM JntsiventionimKs, pp. £6*99. 

0 Seonomio Prineiplu, pp.ix aud 12-21. 
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Economics needs “rowritling from the foundations 
upwards”. A.s might be expected, the opportwity 
has not been neglected. Professional economists, 
absorbed in the exciting task of discovering new 
truth, have usually disdained to reply: and the lay 
pubho, ever anxious to escape the necessity of recog- 
nising the implications of choice in a world of scarcity, 
has allowed itself to be bamboozled into believing 
that matters, which are in fact as little dependent on 
the truth of fashionable psychology as the multipli- 
cation table, are still open questions on which the 
enlightened man, who, of course, is nothing if not a 
psychologist, must bo willing to suspend judgment. 

Unfortunately, in the past, incautious utterances 
on the part of economists themselves have sometimes 
afforded a pretext for these strictures. It is well known 
that certain of the founders of the modern subjec- 
tive theory of value did in fact claim the authority 
of the doctrines of psychological hedonism as sanc- 
tions for their propositions. This was not true of the 
Austrians. From the beginning the Mengerian tables 
were constructed in terms which begged no psycho- 
logical questions.^ Bohm-Bawerk explicitly repudiated 
any affihation with psychological hedonism; indeed, 
he went to infinite pains to avoid this kind of miscon- 
ception.® But the names of Gossen and Jevons and 
Edgeworth, to say nothing of their English followers, 
are a sufficient reminder of a line of really competent 
economists who did, make pretensions of this sort. 
Gossen’s Enkoickhing ier Oesetze des menschlicimn 
Yerkehrs certainly invokes hedonistic postulates, 
Jevons in his Theory of Political Economy prefaces 

> Spo Mender, Oruvdtlutit, 1 Aufl., pp. 77-lfi2. 

> See Basitivt Thtoria det Ka'pitah.ifi Aufla(>e, pp. 232-240, 
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hip theory of utility and ixchango with a theory of 
pleasure and pain. Edgeworth commences his Mathe- 
matical Psychics with a section which luges the con- 
ception of “man as a pleasure machine”.^ Attempts 
have even been made to exhibit the law of diminish- 
ing marginal utility as a special case of the Weber- 
Pechner Law.® 

But it is fundamentally important to distinguish 
between the actual practice of economists, and the 
logic which it implies, and their occasional ex post 
facto apologia. It is just this distinction which the 
critics of Economic Science fail to make. They inspect 
with supererogatory zeal the external fapade, but they 
shrink from the intellectual labour of examining the 
inner structure. Nor do they trouble to acquaint 
themselves with the more recent formulations of the 
theory they are attacking. No doubt this has strategic 
advantages, for, in polemics of this kind, honest mis- 
conception is an excellent spur to effective rhetoric; 
and no one who was acquainted with recent value 
theory could houe.stly continue to argue that it has 
any essential connection with psychological hedonism, 
or for that matter with any other brand of Fach- 
Psychologie. If the psychological critics of Economics 
had troubled to do these things they would speedily 
have perceived that the hedonistic trimmings of the 
works of Jevons and his followers were incidental to 
the main structure of a theory which — as the parallel 
development in Vienna showed — ^is capable of being 
set out and defended in absofutely non-hedonistic 
terms. As we have seen already, all that is assumed 

1 Mathemahcat Paychiea, p. 16. 

* For a lofulafcion of this vlow, see Max Wobot, Die Orenmukenlekr 
mdiae’paythophysxadie Orundyetetz{AfchMfur Soiialwwamachafl uni Suzial 
polUzk, vul, XXIX., 1009). 
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in the idea of the scales of valuation is that diffieront 
goods have difierent uses and that these diUerent uses 
have different signidcances for action, such that in a 
given situation one use will be preferred before another 
and one good before another. Why the human animal 
attaches particular values in this sense to particular 
things, is a question which we do not discuss. That 
is quite properly a question for psychologists or per- 
haps even physiologists. '5!iil that we need to assume 
as economists is the obvious fact that different possi- 
bilities offer different incentives, and that these incen- 
tives can be arranged in order of their intensity.^ The 
various theorems which may be derived from this 
fundamental conception are unquestionably capable of 
explaining a manifold of social activity incapable of 
explanation by any other technique. But they do this, 
not by assuming some particular psychology, but by 
regarding the things which psychology studies as the 
data of their own deductions. Hfere, as so often, the 
founders of Economic Science constructed something 
more universal in its application than anything that 
they themselves cFaimed./ 

But now the question arises how far even this pio- 
ceduxe is legitimateTit should be clear from all that 
has been said already that although it is not true that 
the propositions of analytical economics rest upon 
any particular psychology, yet they do most unques- 
tionably involve elements which are of a psychological 
—Or perhaps better said a psychical — nature. This, 
indeed, is explicitly recognised in the name by •v^ch 
they are sometimes known — ^the subjective or psycho- 
logical theory of value; and, as we have seen, it is 

^ That this doss noi asauma the posaibility of measuring valuations haa 
been already sufSolontly emphaataail in Chanter III.. Seotiou 4. above. 
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olearjLhat the foundation of this thcoLy is a psychical 
faclj^^W valuations of the individual: In recent years, 
hoVever, partly as a result of the influence of Be- 
haviourism, partly as a result of a desire to secure the 
maximum possible austerity in analytical exposition, 
thCTjj.i^ye arise^ voices urging thatthis framework of , 
subjectivity should be ^carded. Scientific method, 
it ii’in’ged, demands that we should leave out of 
account anything which is incapable of direct observa- 
tion. We may take account of demand as it shows 
itself in observable behaviour in the market. But be- 
yond this we may not go. Valuation is a subjective 
process. We cannot observe valuation. It is therefore 
out of place in a scientific explanation. Our theoretical 
constructions must assume observable data. Such, for 
instance, is the attitude of Professor Cassel,* and 
there are passages in the later work of Pareto’ which 
permit of a similar interpretation.Mt is an attitude 
which is very frequent among those economists who 
have come under the influence of Behaviourist psycho- 
logy or who are terrified of attack from exponents of 
this queer cult. 

At first sight this ^eems very plausible.'^The argu- 
ment that we should do nothing that is not done in 
the physical sciences is very seductive. But it is 
doubtful whether it is really justified. After all, pur 
businesaJaJp-Q.:^ain certain aspects of conduc t. And 
it is very questionable whether this can be done in 
terms which involve no psychical element. It is quite 
certain that whether it be pleasing or no to the desire 
foj? the maximum austerity, we do iu fact understand 
terms such as choice, indifference, preference, and the 


ThiTheory of SocM Eemumy, FirBtEnglisliEditio»,vol.i,,pp. 60-61. 
’ Notably in tho article on Moonomit malhSmalfqiie in the Encyelopidit 
Am Seimeeo matMnuHiqim, Pari!i, 1911. 
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like in terms of inner expedience. The idea of an end, 
wkidi is fundamental to our conception of the eco- 
nomic, is not possible to define in terms of ext(5.’nal 
behaviour only. If we are to explain the relationships 
which arise from the existence of a scarcity of means 
in relation to a multiplicity of ends, surely at least 
One-half of the equation, as it were, must be psychical 
in character, v/ 

Such considerations would be decisive so long as it 
were taken for granted that the definition of the sub j ect- 
matter of Economics suggested in this essay was cor- 
rect. But it might be urged that they were simply 
an argument for rejecting that definition and substi- 
tuting one relating only to “objective”, observable 
matters, market prices, ratios of exchange, and so on. 
This is clearly what is implied by Professor Cassel’s 
pro^dure—the celebrated Ausscliultung der Wertlehre. 

v/But even if we restrict the object of Economics to 
the explanation of such observable things as prices, 
we shall find that in fact it is impossible to explain 
them unless we invoke elements of a subjective or 
psychological nature. It is surely clear, as soon as 
it is stated specifically, that the most elementary 
process of price determination must depend inter alia 
upon what people think is going to happen to prices 
in the future. The demand functions which Professor 
Cassel thinks enable us to dispense with any subjective 
elements, must be conceived not merely as relating to 
prices which prevail now, or which might prevail, on 
present markets, buta,lso as relating to a whole series 
of prices which people expect to prevail in the futuse. 
It is obvious that what people expect to happen in 
the future is not susceptible of observation by purely 
behaviourist methods. Yet. as Professor Ehight and 
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others hfiv'jj shown, it is absolutely essential to take 
such anticipatioiKs uito account if we arc to understand 
at all"tho mechanics of economic change, “^t is essen^d 
for a thorough explanation of competitive prices. It 
is indispensable for the most super dcial explanation 
of monopolistic prices. It is quite easy to exhibit such 
anticipations as part of a general system of scales of 
preference.' But if we suppose that such a system 
takes account of observable data only we deceive 
ourselves. How can we observe wbat a man thinks is 
going to happen? y 

It follows, then, that if we are to do our job as 
economists, if wc are to provide a sufficient explana- 
tion of matters which every definition of our subject- 
matter necessarily covers, wc mus t inolud^psycho- 
logical e lements . They cannot be left out if our cx- 
planation is to be adequate. It seems, indeed, as if 
investigating this central problem of one of the most 
fully developed partn,of any of the social sciences we 
have hit upon one of the essential differences between 
the social and the physical sciences. It is not the 
business of this essay to explore these more profound 
problems of methodology. But it may be suggested 
that if this case is at all typical — and some would 
regard the procedure of theory of prices as standing 
near the limit of proximity to the physical sciences — 
then the procedure of the social f-oiences which deal 
with conduct, which is in some sense purposive, can 
never be completel^ssimilated to the procedure of 
the physical sciences. It is really sot possible to under- 
stand the concepts of choice, of the relationship of 
means and ends, the central concepts of our science, in 

1 See, «.(/., Hicks, QUiehgtuiichi nni Konjunklur [ZtUschriji fur Nadomil- 
tiontimif, vol. iv., pp. 441-466). 
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terms of observation of oxternnl data. Tb^^coiiception 
of purposive conduct in tliis sense does not necessarily 
involve any ultimate indeterminism. But it does in- 
volve links in the chain of causal explanation which 
are psychical, not physical, and which are, for that 
reason, not necessarily susceptible of observation by 
bcliaviourist methods. Recognition of this does not 
in the least imply renunciation of “objectivity”^ 
in Max Weber’s sense. It was exactly this that 
Max Weber haddn mind when he wrote his cele- 
brated essays-lyAll that the “objective” (that is to 
say, the wertfrei, to use Max Weber’s phrase) ex- 
planation of conduct involves is the consideration of 
certain data, individual valuations, etc., which are not 
merely physical in character. The fact that such data 
are themselves of the nature of judgments of value 
does not necessitate that they should bo valued as 
such. They are not judgments of value by the observer. 
What is of relevance to the social sciences is, not 
whether individual judgments of value are correct in 
the ultimate sense of the philosophy of value, but 
whether they a.TGmade and whether they are essential 
links in the chain of causal explanation. If the argu- 
ment of this section is correc^ this question must be 
answered in the affirmative.N/ 

5. But now the question arises whether the 
generalisations of economics, in addition to being 
based on this fundamental assumption of relative 
valuations, do not also depend upon a more genera’ 
psychological assunfption— upon the assumption oJ 
completely rational conduct. Is it not correct to*de- 

> Max Weber, OU Ol^eetiviMi tocialwititiuehoiftliehtn und tocialpoUlitidtti 
Srkenninu : Der Sinn dtr WtrifniMi der eoziologitckm und SkoTumUchti 
Wmenichafl in Oemmtelle Au/ialzt tvr WimnsehafUthre. 
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scribe tbe siibjecli-matter of Economics as the ratimal 
disposal of goods?^ And in this sense cannot Economics 
be sai^d to depend upon another, and more contentious, 
kind of psychological assumption than any we have 
yet examined? This is a matter of some intricacy 
which deserves attention, not only for its own sake, but 
for the light it casts upon the methods of Economics 
in g(5neral. 

^ow in so far as the idea of rational action involves 
the idea of ethically appropriate action, and it certainly 
is sometimes used in this sense in everyday discussion, 
it may be said at once — there will be more to be said 
about it later — ^that no such assumption enters into 
economic analysis. As we have just seen, economic 
analysis is wertfrei in the Weber sense. *The values 
of which it takes account are valuations of individuals. 
The question whether in any further sense they are 
valuable valuations is not one which enters into its 
scope. If the word raitionality is to be construed as in 
any way implying this meaning, then it may be said 
that the concept for 'Jvhich it stands does notenter 
into economic analysis. 

But in so far as the term rational is taken to mean 
merely “consistent”, then it is true that an assumption 
of this sort does enter into certain analytical construc- 
tionsVChe celebrated generalisation that in a state 
of equilibrium the relative significance of divisible 

1 In lier interestuig pampUot entitled Economict ii a Serims Subject 
Mrs. Joan Kobinsoa leproaolioe lue for not having made this limitation 
(The -word ahe uses is "aensible”, hot I do not think she would dispute my in- 
tetpmtation of her meaning.) 1 had, indeed, in Tariooa phrases tucked away 
a negative attitude to snob a proposal. But 1 did not deal with it explicitly 
for fear of being oharged with the introduotion of overmuch dieoussion ol 
side issuee. I now sea that this was wrong. The following section la ar 
attempt to deal more positively with this question. Bat it is a matter o 
very great dif&oulty to pnt things oorreotly, and I am far firom claiming ti 
have provided a d^nitive analysis. 
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commodities is equal to their price does rnvolvo the 
assumption that each final choice is consistent with 
every other, in the sense that if I prefer A to and 
B to 0, 1 also prefer A to C: iu short, that in a state 
of perfect equilibrium the possibility of advantage from 
farther “internal arbitrage operations” is excluded. / 
There is a wider sense, too, in which the conception 
of rationality as equivalentto consistency can be under- 
stood as figuring in discussions of the conditions of 
equilibrium. It may bo irrational to be completely 
consistent as between commodities, in the sense just 
described, just because the time and attention which 
such exact comparisons require are (in the opinion of 
the economic subject concerned) better spent in other 
ways. In other words, there may be an opportunity 
cost of “internal arbitrage” which, beyond a certain 
point, outweighs the gain. -The marginal utility of 
not bothering about marginal utility is a factor of 
which account has been taken "by the chief writers 
on the subjective theory of value from Bohm-Bawerk 
onwards. It is not a recent discovery. It can be taken 
into account in a formal sense by permitting a certain 
margin (or structure of margius) of inconsistency be- 
tween particular valuations.^ 

It is perfectly true that the assumption of perfect 
rationality figures in constouctions of this sort. But it 
is not true that the generalisations of economics ^re 
limited to the explanatioiyof situations in which action 
is perfectly consistent, means may be scarce in rela- 
tion to ends, even though the ends be inconsistent. 
Exchange, production, fluctuation — all take place* in 
a world in which people do not know the full implica- 
tions of what they are doing. It is often inconsistent 
{i.e.t irrational in this sense) to wish at once for the 
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fullest satlbfaotion of consumers’ demands, and at 
the sij-me time to impede the import of foreign goods 
by tariffs or such-like obstacles. Yet it is frequently 
done: and who shall say that economic science is nob 
competent to explain the situation resulting? 

Of course there is a sense in which the word ration- 
ality can be used which renders it legitimate to argue 
that at least some rationahty is assumed before human 
behaviour lias an economic aspect — ^the seiwe, namely, 
in which it is equivalent to “purposive”. "^s we have 
seen already, it is arguable that if behaviour is not 
conceived of as purposive, then the conception of the 
means-end relationships which economics studies has 
no meaning. So if there were no purposiss' action, it 
could be argued that there were no economic pheno- 
mena.‘ But to say this is not to say in the least that 
all purposive action is completely consistent. It may 
indeed be ui'ged that the more that purposive action 
becomes conscious df itself, the more it necessarily 
becomes consistent. But this is not to say that it is 
necessary to assume ab initio that it always is con- 
sistent or that the economic generalisations are limited 
to that, perhaps, tiny section of conduct where all in- 
consistencies have been resolved.'^ 

The fact is, of course, that the assumption of perfect 

^ It is in this ronse, I think, that Profesaur Mises uses the lenn when he 
argues that all eondwil (Hondeln) must be conceived of as rational as opposed 
to merely vegetative reactions (OrwidjirMe'me der Nutwnal6konomie, 
pp. 22 and 34). The great emphasis which Professor Mises has laid upon 
this use of the term follows necessarily from his insistence that for the pur. 
poses of the social sciences conduct is not to bt divided according to ethical 
standards. That is, that it is not to be divided into ralicmal and maticnnl 
using these terms with a normative significance. Those who have oritioised 
Professor Mises, on the assumption that he uses the word in other sensoa, 
have really not paid sufficient attention to the context of his emphasis. It is 
surely gratuitous to assume that the author of the Krifik des Intenenboa- 
iimvt has omitted to notice that conduct may he irrational in the sense of 
inanuiilevt. 
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rationality in theaense of complete consisten'cy is simply 

one of a number of assumptions of a payebojogical 

nature whiob are introduced into economic analysis at 

various stages of approximation to reality. The perfect 

foresight, which it is sometimes convenimit to postulate, 

is an assumption of a similar nature.-^he purpose of 

these assumptions is not to foster the belief that the 

world of reality corresponds to the constructions in 

which they figure, hut rather to enable us to study, 

in isolation, tendencies which, in the world of reality, 

operate only in conjunction with many others, and then, 

by contrast as much as by comparison, to turn back to 

apply the knowledge thus gained to the explanations of 

more complicated situations. In this respect, at least, 

the procedure of pure economics has -its counterpart in 

the procedure of all physical sciences which have gone 

beyond the stage of collection and classification .J 

6. Considerations of this sort enable us to deal 
also with the oft-reiterated acouSation that Edonomfcs 
assumes a world of economic men concerned only with 
money-making and self-interest. Foolish and exasper- 
ating as this may appear to any competent economist, 
it is worth some further examination. Although it is 
false, yet there is a certain expository device of pure 
analysis which, if not explained in detail, might give 
rise to strictures of this nature. 

The general absurdity of the belief that the world 
contemplated by the economist is peopled^ only by 
egotists or “pleasure machines” should be Sufficiently 
clear from what, has been said alreadjVThc funda- 
mental concept of economic analysis is the idea of 
relative valuations; and, as we have seen, while we 
assume that diSerent goods have different values at 
different margins, we do not regard it as part of our 
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problem tot explain why these particular valuations 
exist. We take them as data. So far as we are con- 
cerne<i, our economic subjects can be pure egoists, 
pure altruists, pure ascetics, pure sensualists or — 
what is much more likely — ^mixed bundles of all 
these impulscsvxThe scales of relative valuation are 
merely a convenient formal way of exhibiting cer- 
tain permanent characteristics of man as he actually 
is.N/Failure to recognise the primacy of these valuations 
is simply a failure to understand the significance of the 
last sixty years of Economic Science. 

Now the valuations which determine particular 
transactions may be of various degrees of complexity. 
In my purchase of bread I may be interested solely in 
the comparison between the bread and the other things 
in the circle of exchange on which I might have spent 
the money. But I may be interested too in the 
happiness of my baker. There may exist between us 
certain liens which make it preferable for me to buy 
bread from him, rather than procure it from his com- 
petitor who is willing 'to sell it a little cheaper. In 
exactly the same way, in my sale of my own labour or 
the hire of my property, I may be interested only in 
the things which I receive as a result of the transac- 
tion; or I may be interested also in the experience of 
labouring in one way rather than another, or in the 
prestige or discredit, the feeling of virtue or shame in 
hiring out my property in this line rather than in that, 
■^11 these things are taken into account in our con- 
ception of scales of relative Valuation. And the 
generalisations descriptive of economic equilibrium 
are couched in a form which explicitly brings this to 
the fore. Every first-year student since the days of 
Adam Smith has learnt to describe equilibrium in the 
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distribution of particular grades of labour! in terms of 
a tendency, not to tbe maxiinisaiion of money (jams, 
but to tbe maximisation of net advantages in tlie 
various alternatives open/ As we have seen already, 
tbe theory of risk, too, and its influence on the capita] 
market depends essentially on assumptions of this 
kin(^But sometimes for purposes of exposition it is 
convenient to start from Ae first approximation that 
the valuation is of a very simple order, and tliat, on 
the one side is a thing desired or offered, and on the 
other is the money to be got or given in exchange for 
it. For the elucidation of certain complicated proposi- 
tions, such as the theory of costs or marginal produc- 
tivity analysis, it permits an economy of terms. It is 
not in the least difficult, at the appropriate stage, 
to remove these assumptions and to pass to analysis 
couched in terms of complete generality. J 

This, then, is all that lies behind the h>mo cecono- 
mious — ^the occasional assumption that in certain 
exchange relationships all the means, so to speak, are 
on one side and all the ends oh the other. If, e.g., for 
purposes of demonstrating the circumstances in which 
a single price will emerge in a limited market, it is 
assumed that in my dealings in that market I always 
buy from the cheapest seller, it is not assumed at all 
that I am necessarily actuated by egotistical motives. 
On the contrary, it is well known that the impersonal 
relationship postulated is to be seen in its purest form 


Sea Cantillon, Eiaai ntr la Nature du Owmerce (Higga’ edition), p, 21 ; 
Adorn Smith, Weeiuh of Nafiona, Bk. I., oh. z; Senioi, Political Bconamy, 
pp. 200-216, MoCallooh, Political Economy, pp, 364-378; J. S. Mill, Paiitietd 
Economy, 6th edition, Tol.i., pp. 460-483; Margboll, Principles, 8th edition, 
pp. 646-668 — ^to take a Tepresentatire sample of what would be regarded os 
(he more hard-boiled BSnglisb tradition. For on up-to-date version of these 
doctrines, see Wioksteed, Conmonsense of Political Economy, Fart I., 
passim. 
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wlien trasthes, not boijig in a position lo allow them- 
selves the luxury of more complical,ed rolationsliips, 
are trying to make the best terms for the estates 
they administer: your business man is a much more 
compheated fellow. All that it moans is that my 
relation to the dealers does not enter into my hier- 
archy of ends. For me (who may be acting for myself 
or my friends or some civic or charitable authority) 
they are regarded merely as means. Or, again, if it 
is assumed — ^which in fact is usually done for pur- 
poses of showing by contrast what the total influences 
in equilibrium bring about — ^that I sell my laboui 
always in the dearest market, it is not assumed 
that money and self-interest are my ultimate objects 
— I may bo working entirely to support some philan- 
thropic institution. It is assumed only that, so far 
as that transaction is concerned, my labour is only 
a means to an end ; it is not to be regarded as an end in 
itself. 

If this were commonly known, if it were generally 
realised that Economic Man is only an expository 
device — ^a first approximation used very cautiously 
at one stage in the development of arguments which, 
in their full development, neither employ any such 
assumption nor demand it in any way lor a justification 
of their procedure — ^it is improbable that he would be 
such a universal bogey. But of course it is generally 
thought that he has a wider significance, that he lurks 
behind aU those generalisations of the “Laws of Supply 
and Demand” better described aB the theory of com- 
parative statics, whose elucidation so often is inimical 
to the desire to be able to believe it to be possible 
both to have your cake and to eat it. And it is for 
this reason that he is so furiously attacked. If it were 



98 SIGNIflOANUE 01? ECONURllO SCIENCE ch. 

Economic Man who barred the gates of Cl/md-cuckoo- 
land, then it might well seem that a little psychology 
— ^it would not matter much of what brand — ^might be 
expected to burst them open. What prestige, what 
repute for really decf insight into human motivation 
might be expected to accrue from so spectacular an 
exposure! 

Unfortunately this belief rests upon misappre- 
hensionr^he propositions of the theory of variations 
do not involve the assumption that men are actuated 
only by considerations of money gains and losses. 
They involve only the assumption that money plays 
some part in the valuation of the given alternatives. 
And they suggest only that if from any position of 
equilibrium the money incentive is varied this must 
tend to alter the equilibrium valuations. Money may 
not be regarded as playing a predominant part in the 
situation contemplated. So long as it plays some part 
then the propositions are appHcable. / 

A simple illustration should make this quite plain. 
Let us suppose that a smair bounty is granted in 
respect of the production of an article produced under 
conditions of free competition. According to well- 
known theorems there will be a tendency for the 
production of that commodity to increase — the magni- 
tude of the increase depending upon considerations of 
elasticity into which it is not necessary for us to enter. 
Now upon what does this generalisation depend? 
Upon the assumption that producers are actuated 
only by considerations of monetary gain? Not at all. 
Wc may assume that they take into account al^the 
"other advantages and disadvantages” with which 
CatUtiUon and Adam Smith have made us familiar. 
But, if we assume that before the bounty was granted 
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there was hquilibrnini, wo must assuine that its insti- 
tutiop must disturb the equilibrium. Vhe granting of 
the bounty implies a lowering of the terms on which 
real income is obtainable in this particular bne of 
enterprise. It is a very elementary proposition that 
if a price is lowered the demand tends to increase. 

There is perhaps one refinement of this conclusion 
which needs to be stated explicitly. It may quite well 
be that, if the change contemplated is a very small 
one, no primary movement will take place. ^ Tp-this in 
contradiction with our theory? Not at all.'^he idea 
of scales of valuation does not assume that every 
physical unit of any of the things which enter into the 
range of effective valuation must necessarily have a 
separate significance for action. In the assumption of 
the hierarchy of alternatives wo do not ignore the fact 
that, for change to be effective, it must attain the 
mmvtnum smsiUle.^ Changes in price of a penny or 
twopence may not aScct the habits of a given economic 
subject. But this is not to say, that changes of a 
shilling will not be efiectiveJUNor is it to say that, 
given limited resources, the necessity’ of spending more 
or leas on one thing does not imvitcMy afiect the 
, distribution of expenditure, even if in the line of 
expenditure directly affected it leaves the quantity 
demanded unchanged, y 

■T. In the light of all that has been said nature 
of economic analysisjhould now be plain>/It consists 
of deducirohs from a aeries of postulates, the chief of 
which are almost universal facts'of experience present 

' B; primal y moTement, I mean movement in the line of production 
afieotod; by secondary movement, expa^nsions or oontraotioas of expenditure 
m other Imes. As argued beloir, some secondary movement is aimost 
inevitable, 

^ Cjp. Wioksteed, oji. cit., Part If., rhs. i. and ii. 
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whenever human activity has an economic/ aspect, the 
rest being assumptions of a more limited nature jjased 
upon the general features of particular situations or 
types of situations which the theory is to be used to 
explain. J 

It is sometimes thought, however, that such a 
conception is essentially statical in nature, that it 
relates only to descriptions of final positions of equi- 
librium, variations being essentially outside its scope. 
Since the world of reality is not in a state of equi- 
librium, but rather exhibite the appearance of mcessant 
change, it follows that knowledge of this sort has little 
explanatory value) This belief, which apparently is 
very widespread, needs further examination. 

^Now it 13 quite true that the elementary proposi- 
tions of economic analysis are descriptions of stationary 
equihbrium. We start by examining, not conditions 
of complete rest, as in the Statics from which by 
analogy the name of this part of our subject is some- 
times taken, but conditions in which the various 
“flows” of activity exhibit no tendency to change, or 
' change only in a recurrent cycle.* Thus we may take 
the conditions of a simple market in which the funda- 
mental conditions of supply and demand are unaltered 
from day to day and enquire under what conditions 
would the quantities exchanged day by day remain 
invariable, even though the parties to the exchaaige 

i In hiB interesting remarks on the relation between statics and dynamics 
(Prolegomena lo lidatimty Eeonomiee, pp. 11-13) Professor Souter appears 
to assume that the possibility of reourrent change within a stationary 
equilibrium is overlooked by those who operate with this ooncept. I venture 
to suggest that this is a misapprehension. Change of this sort has oerteinly 
been taken aocount of. Professor Sohumpeter's description of a stationary 
Booiety in the first ohaptor of hia Theory of Economio Development certainly 
does not assume that com is reaped all the year round, and the paitioular 
compUoatiuas of this concept of intertemporal eqnllibriam have been very 
thoroughly examined by Professor Eayek in his article on the Intertemporale 
Uletckgevichl System, WeUvnitsohaftUohes Areltir, Bd„28, pp, 33-76. 
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were free ti’ vary tlcir bargains. Or we may consider 
tbe case in which the productioji takes place, but m 
which the fundamental data — ^that is, the valuations 
of the economic subjects, the technical possibihties of 
production and the ultimate supplies of the factors — 
are unchanged, and enquire under what condition there 
would be no tendency to change in the rate of flow of 
products. And so onj There is no need to rehearse the 
whole list of possibilities ; any of the more rigorous text- 
books on the subject — for instance, Wicksell’s Ledures 
on Political Economy, or Walras’ Elements — ^provide 
examples of the sort of thing under discussion. 

But it is quite wrong to suppose that our investiga- 
tions are limited to these essential preliminaries. '•0nce 
we have thoroughly investigated the conditions of 
constant flows, and hence learnt by contrast to under- 
stand the conditions in which the flows will be tending 
to alter, we may push our investigations farther and 

consider variations, x 
. ^ 

yWe may do this m two ways. In the first place, we 
may compare the equilibrium positions, assuming small 
variations in the data. Thus we may assume the im- 
position of a tax, the discovery of a change in technical 
methods, a change in tastes, and so on. And we may 
endeavour to ascertain in what respects one equi- 
librium position difiers from the other. The so-called 
classical analysis, imperfect as a full description of 
final states of equilibrium, provides a great variety of 
useful comparisons of diflEerences of this sort. This 
part of our theory has sometimes been called the 
thchry of comparative statics.* 

But we may go beyond this. Not only may we com- 

^ Tho pkiase, I believe, is due to Dr, Gohams. See bifl 
Statik {Zeiilschrifi fur Naiiowildkonomiet Bd, II, pp. 27-61). But, ea in- 
dicated above, the procedure guea back to the tune tho clasaical ecoDUumta. 
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pare two final states of equilibrium assuming given 
variations, we may also endeavour to trace out the 
path actually followed by difi’erent parts of a system 
if a state of disequilibrium is given. This, of course, is 
tbe significance of Marshall’s “period” analysis. Into 
tbis category falls also much of what is most signifi- 
cant in tbe theory of money and banking. And m doing 
all tbis we make no assumption that final equilibrium 
is necessary. We assume that there are operative in 
different parts of the system certain tendencies which 
make for the restoration of an equilibrium in respect 
to certain limited points of reference. But we do not 
assume that the composite effect of these tendencies 
will necessarily be equilibrating. It is easy to conceive 
of initial configurations of tbe data, which have no 
total tendency to equilibrium, but which rather tend 
to cumulative oscillation, v 

In all this, as will be obvious to anyone acquamted 
with the procedure of economio analysis, our hxm- 
ledge of the statical foundations is fundamental.^'We 

r 

• See the illuminating article of I>r. Itosenstein- Rodan, Tht Bdle of Time 
, in Economie Theory {Ecoijoinico, new senes, vol. i., p 77). 

* ^Professor Soutei has misconceived entirely my attitude to Marshall 
in this connection, doubtless on account of crudities in iny exposition, I was 
once bold enough to esy that I regarded the stationary slate as n theoretical 
instrument as superior to the statical method (On a Certain Ambiguity in the 
Conception of Stationary Equilibrium, Economic Journal, vol. xl„ p. 194). 
By this, however, I did not mean that 1 regarded tbe analysis of stationary 
equilibrium as an end in itself, and the dyuamio investigations in the sense 
here indicated, whioh of coarse were Marshall’s chief preooonpation, super- 
duQUB. I do most cordially agree with Profeesor Souter's high claiuSh for 
Marehall here. In many reepects we ore only pamfully regaining ground 
which he conquered thirty years ago. And I completely agree, as I have 
empha^ed above, that the raison THre of statical invostigations is the 
explanation of dyuamio change. All that I meant, in tbe sentences to which 
Professor Souter takes such strong exception, was that if we aie to pijpceed 
to these dyuamio investigations, wa shall do so the better equipped if we are 
fnlly aware of all the implications of fnU stationary equilibrium than if we 
go simply on a knowledge gamed from tbe examination of partial equilibrium 
positions, I agree that it would ho wrong to speak as if Marshall was not 
aware of the intrioaoies of fiiU interdependence, though I think ho sometimes 
overlooked things here which sabseqnent investigations have brought to 
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examine change by comparing small differences of 
equilibrium or by comparing the effects of different 
tendencies to equilibrium; it is difficult to see what 
other procedure could be adoptedj But it should 
be equally obvious that we study these statical 
problems not merely for their own sake, but in order 
to apply them to the explanation of change. There 
are certain propositions of economic statics which arc 
significant and important in themselves. But it is 
hardly an exaggeration to say that their chief sig- 
nificance lies jn their further application in economic 
dynamics.lWe study the laws of “rest” iu order to 
1 understand the laws of change.^ 

But now the question arises, Can we not even 
transcend all this? Will the dynamic operations de- 
scribed so far relate to the study of the effects of given 
variations in the data, or the consequences of given 
disequilibria? Can we not go outside all this and explain 
changes in the data themselves? This raises questions 
which can be treated more conveniently in another 
chapter. 

tight, and I am Inclined to agree that in order to etudj many kinds of change 
we have to ahetraot — as did Marehall — ^from all the remote poesibilities of 
interdependence. Bub 1 do think that it is legitimate to argue that it is better 
bo do thie, baymg explicitly recognised and stated all the diiUcultiee, than to 
proceed straight away to the dynamic problems, loaTlng the fuU statical 
foundations to be proTided intnitirely by the reader. It is surely not de- 
rogating from the high eeteem in which MarsbaU must be held by all sensi bla 
peogle, to urge that Eoonomics would be further advanced to-day than it 
actually is if, instoad of regarding them as a harden which his readei s were to 
be spared, he had rigorouely set out all the assumptions of hie procedure ; wo 
have had to relearn so much that he did not think it worth while to set forth 
explioitly. No donbt even this is a matter of opinion. Itiseaey toeympathiso 
with the desire to he oomprehensible to oompdtent membors of the world of 
aRhiss who, in spite of their competence, would be impatient of the seToritics 
of rigorous analysis; and teachers at least must be grateful to Marshall for 
having provided a work whiob will prevent beginners from being carried away 
by facile mathematios. But it is diffioult not to agree with Mr. Keynes that 
it is a pity Marshall did not publish more monographs like tho Papers on the 
Pure Theory of International and Oomettio Yalttea. Would Professor Soutei 
n'ally disagree with tlibt 
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FCONOMIO GENERALISATIONS AND REALITY 

1. It ifi a characteristic of scientific generalisations 
that they refer to reality. Whether they arc cast in 
hypothetical or categorical form, they are distinguished 
from the propositions of pure logic and mathematics 
by the fact that in some sense their reference is to 
th&t which exists, or that which may exist, rather 
than to purely formal relations. 

In this respect, it is clear, the propositions of 
Economics are on all fours with the proposition of 
all other scicncos. As we have seen, these proposi- 

i tiqns.are deductions from simple assumptions reflect- 
ing_very elementary facts of general experience. If 
the ^femfses relate to reality the deductions from 
them must have a similar point of reference. 

It follows, therefore, that the belief often expressed 
by the critics of Economics, that it is a mere system 
of formal inferences having no necessary relation' to 
reality, is based upon misconception.'itt may be 
admitted that our knowledge of the facts which are 
the basis of economic deductions is difiorent in im- 
portant respects from our knowledge of the facta 
which are the basis of the deductions of the natural 
sciences. It may be admitted, too, that for this reason 
the methods of economic science — although not the 

'104 
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tpstis of its logical consistency — are often difFerent’from 
the methods of the natural soiences. But it does not 
folloJv in the least that its generalisations liave a 
“merely formal” status— that they are “scholastic” 
deductions from arbitrarily established definitions. 
Indeed, it may be urged that, bn the contrary, there is 
loss rea.son to doubt their real bearing than that of the 
generalisations of the natural sciences. In Economics, 
as we have seen, the ultimate constituents of our 
fundamental generalisations are known to us by im- 
mediate acquaintance. In the natural sciences they 
are known only inferentially. There is much less 
reason to doubt the counterpart in reality of the 
asisumption of individual preferences than that of the 
assumption of the electron.^ It is true that we deduce 
much from definitions. But it is not true that the 
definitions arc arbitrary.^ 

It follows, too, that it is a complete mistake to 
regard the economist, whatever his degree of “purity”, 
as concerned merely with pure deduction.*<It is quite 
true that much of his v^ork is in the nature of elaborate 
processes of inference. But it is quite untrue to sup- 
pose that it is only, or indeed inhinly, thus. The con-jj 
cern of the economist is the interpretation of reaUty/l 
The business of discovery consists not merely in the 
elucidatibfr of "given premises but in the perception of 
th(}i facts which are the basis of the premises. The 
process of discovering those elements in common ex- 
perience which afford the basis of our trains of de- 
ductive reasoning is economic discovery just as much 
as She shaking out of new inferences from old premises. 
The theory of value as we know it has developed in 

1 Soo the olaaeioal disotisBioii of this matter in Cairnes* Chnracter and 
Logical Jlleihod of Political Economy, 2nd edition, pp. 81-09. See also Hayek: 
CoUeclivist Economic Planning, pp. 8-*®. 
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recent times by the progressive elaboration of deduc- 
tions from very simple premises. But the great dis- 
covery, the Mengerian revolution, which initiated" this 
period of progress, was the discovery of the premises 
themselves. Similarly with the other foundations we 
have discussed. The perception and selection of the 
basis of economic analysis is as much economics as the 
analysis itself.^Indeed it is this which gives analysis 
significance. J 

2. At the same time it must be admitted that the 
propositions which have hitherto been established are 
very general in characterY^If a certain good is scarce, 
then we know that its disposal must conform to cer- 
tain laws. If its demand schedule is of a certain order, 
then we know that with alterations of supply its 
price must move in a certain way. But, as we have 
discovered already,* there is nothing in this con- 
ception of scarcity which warrants, us in attaching 
it to any particular commodity. '■Our deductions do 
not provide any justification for saying that caviare 
is an economic good and carrion a disutility. Still 
’ less do they inform us concerning the intensity of the 
demand for caviare or the demand to he rid of carrion. 
From the point of view of pure Economics these things 
are conditioned on the one side by individual valua- 
tions, and on the other by the technical facts of the 
given situation. And both individual valuations and 
technical facts are outside the sphere of economic 
uniformity. To use Strigl’s expressive phrase, from the 
point of view of eoonofnic analysis, these things consti- 
tute the irratioml element in our universe of discourse.* 

But is it not desirable to tran.scend such limita- 

> Se« «boTo, Chapter II„ SeoUoiu 1, 2, 3, 

‘ Strjgl, op. oil,, p. 18. 
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bions? Ought wo not to wish to be in a position to give 
aumerical values bo the scales of valuation, to establish 
quantitative laws of demand and supply? This raises, 
in a slightly different form, some of the questions we 
left unanswered at the conclusion of the last chapter. 

No doubt such knowledge would be useful. But a 
moment’s reflection should make it plain that'^we are 
here cutoring upon a field of investigation iohere there 
is no reason to suppose tJuit uniformities are to be dis- 
covered. The “causes” which bring it about that the 
ultimate valuations prevailing at any moment are 
what they are, arc heterogeneous in nature; there is 
no ground for supposing that the resultant effects 
should exhibit significant uniformity over time and 
space. No doubt there is a sense in which it can be 
argued that evei-y random sample of the universe’’ is 
the result of determinate causes. But there is no 
reason to suppose that the study of a random sample 
of random samples "is likely to yield generalisations 
of any significance. Tliat is not the procedure of the 
sciences. Yet that, or something very much like it, 
is the assumption underlying the eSpectation that the 
formal categories of economic analysis can be given 
substantial content of permanent and constant valussj/ 

A simple illustration should make this quite clear. 
Let us take the demand for herrings. Suppose we are 
confronted with an order fixing the price of herrings 
at a point below the price hitherto ruling in the market. 
Suppose we were in a position to say, “According to 
the researches of Blank (1907-1908) the elasticity of 
demand for the common herring {Clupea harengus) 
is 1‘3; the present price-fixing order therefore may be 

^ Note the CLualifioation “permanent and aonstant value”. Before the 
above oonoluaion is dismissed as too drastic, the remarks below on the 
positive value of mv^tigations of this sort should bo examined. 
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ologioal siatuK sliould b(‘ regarded as derogating from 
their very coiisiclcrablo practical value — there is no 
justification for claiming for their results tlio status 
of the so-called “statistical** laws of the natural 
sciences.^ 

But, it might be said, is not the diftorence between 
the results of such investigation and the postulates on 
which, as was shown in the last chapter, the main 
generalisation of Economics depends, a matter only 
of degree rather than kind? It has been shown that if 
there were not a hierarchy of ends, but if the different 
ends were all of equal iinporlnnce, the results of con- 
duct would be quite indeterminate, and even the most 
elementary generalisations of the theory of value 
would not be applicable. There is no guarantee that 
this will not happen. It is only a matter of probability 
that the conditions makmg such propositions ap- 
plicable will persist. In exactly the same way it can 
be shown analytically that circumstances are con- 
ceivable in which the demand curve may have a 
positive inclination. Yet if this were frequent many 
' of the boat aco^ted geneialisations of deductive 
theory would not be applicable. Again, it is only a 
matter of probability that this is not the case. Wherein 
is the difference of kind between this assumption and 
the assumption that the elasticity of demand for 
herrings is 1' 31 » 

The argument is weighty. And it may be freely 
conceded that in this sense the difference is a difference 
of degree rather than a difference of kind. But it is 
surely open to the reply that the difference of de^ee 
is so great as to justify our acting as if it were a 

^ On the problems discussed above ver^ inteiesting remarks ate to be 
found in Halbprsta^dter, DU Prolilemalik dts wirinehafilirhen Prinziji). 
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difference of kind. Tt might be tbc case that valudtions 
were of suck a peculiar nature that conduct was in- 
detelminate. But it is so overwhelmingly unlikely 
that we are warranted in neglecting the possibilit} . 
It is not so unlikely that the demand fimction may be 
positive, but there is still a very strong probability 
that this is not the rale, hut the exception. On the 
other hand, when we are dealing with the valuation 
of particular products and the elasticity of demand 
derived therefrom, for the reasons already set forth, 
there is surely an overwhelming probability that con- 
stancy is not to be expected. Here, indeed, we have 
the historico-relativo in excdsis. The fact that we can 
arrange our preferences in an ofder is a fact of so much 
greater a degree of generality than the actual momen- 
tary order of preference of any individual that we atre 
surely justified m regarding them as possessing, in our 
universe of discourse at least, a diileronce of status. 
And while it is arguable that in the future much 
valuable work will be done in attempting to ascertain 
these momentary values, it seems more important, if 
a sense of proportion is to be maintained, that their 
limitations should be reahsed than that stress should be 
laid on the formal similarity with the broad qualita- 
tive foundations which constitute the basis of the 
science as we know it. Perhaps, indeed, this is another 
of ^he methodological differences between the natural 
and the social sciences. In the natural sciences the 
transition from the qualitative to the quantitative 
is easy and inevitable. In the social sciences, for 
reasons which have already been set forth, it is in some 
coimection almost impossible, and it is always as- 
sociated with peril and difficulty. It seems clear, from 
what has happened already, that less harm is likely 
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Eo bo (lone by ein[j]iasiKijig the diilcrcncos bclwecii 
the social and tlie iialural sciences than by emphasising 
tbeir similarities.* 

3. If this is true of attempts to provide definite 
quantitative values for such elementary concepts as 
demand and supply functions, how much more does 
it apply to attempts to provide “concrete” laws of the 
movement of more complex phenomena, price fluctua- 
tions. cost dispersions, business cycles, and the like. 
In the last ten years there has been a great multiplica- 
tion of this sort of thing under the name of Institu- 
tionalism, “Quantitative Economics”, “Dynamic Eco- 
nomics”, and what not;® yet most of the investigations 
involved have been doomed to futility from the outset 
and might just as well never have been undertaken. 
The theory of probability on which modern mathe- 
matical statistics is based afiords no justification for 
averaging where conditions are obviously not such as 
to warrant the belief that homogeneous causes of 
difierent kinds are operating. Yet this is the normal 
procedure of much of the weftk of this kind. The 
' correlation of trends subject to influences of the most 
diverse character is scrutinised for “quantitative 
laws”. Averages are taken of phenomena occurring 
under the most heterogeneous circumstances of time 
and space, and the result is expected to have signifi- 
cance. In Professor Wesley Mitchell’s Business Cycifis,’' 

> On the mattera discusecd in this section I am mnoh indebted to con- 
versations with Dr. Machlup. 

t On the aspect of Institutionalism disoossed bolow, Professor Wesley 
Ujtchell's (ssay on 7 As Proapul) oj Heonomcs in tho Trend oj Eerniomica 
(edited (Tagweli) should be oonaulted. On the general position of the school, 
see Morgenstem, Bemerkungen uber die PtobkmtUik der Amerikanischen 
IneiituiicitMlUten in the Saggi d{ Sioria e Teoria Ecotumica in onore s recordo 
a Oiuseppe Prato, Turin, i931 ; Pettor. art, America, WirUchaflitheorie der 
Oegeniearl, Bd. 1, pp. sl-SO See also the review of the Trend of Economioa 
by the late Professor AUyn Toung, reprinted in his Economic Problems Ecu 

tttii OlUt ppt 23li*260a ^ 9 ti#] Ailifi/m n 4IU 
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for instance, a work for whose magnificent oollectidn erf 
data economists are rightly grateful, after a prolonged 
and vkluable account of the course of business fluctua- 
tions in diSerent countries since the end of the eigh- 
teenth century, an average is struck of the duration 
of all cycles and a logarithmic normal curve is fitted by 
Davies’ Method to the frequency distribution of the 
166 observations involved. What possible meaning 
can inhere in such an operation? Here are observa- 
tions of conditions widely difiering in time, space, and 
the institutional framework of business activity. If 
there is any significance at all in bringing them 
together, it must be by way of contrast. Yet Professor 
Mitchell, who never tires of belittling the methods 
and results of orthodox analysis, apparently thinka 
that, by taking them all together and fitting a highly 
complicated curve to their frequency distribution, he 
is constructing something significant— something 
which is more than, a series of straight lines and 
curves on half a page of his celebrated treatise.’- 
Certainly he has provided the most mordant comment 
on the methodology of “Quantitative Economics” 
that any of its critics could possibly wish.' 

There is no need to linger on the futility of these 
grandiose projects. After all, in spite of their recent 
popularity, they are not new, and a movement which 
has ^continually invoked a pragmatic logic may well 
be judged by a pragmatic test. It is just about a 

^ On this see Morgenstern, International vergleichende KonjmHur. 
foriclun^ {Zeitachrift fur die Oeeammle Staattwiiaentcliafl, vol.lxxxiii„p.2fil }, 
In ta? second edition of Lis book, Professor Mitchell attempts to meet 
Dr, Morgenstern’e strictures in an extensive footnote, but so far as I can 
see, beyond urging that his observations for China relate to coast towns (I), 
he does not go beyond a reiteration that “the distribution of the obsorva- 
tions around their central tendency ia a matter of much theoretical interest" 
[Buainesa Uyoka, 2nd edition, p. 420), 
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kuifdrcd years ago since Richard Jones, in his In- 
augural Lecture at King’s College, London,' sounded 
the note of revolt against the “formal abstraction” of 
Ricardian Economics, with arguments which, if more 
vividly expressed, are more or less exactly similar to 
those which have been expressed by the advocates of 
“inductive methods” ever since that day. And time 
has gone on, and the “rebels” have become a highly 
respectable band of expert authorities, the pontifical 
occupants of chairs, the honoured recipients of letters 
from the Kaiser, the directing functionaries of expen- 
sive research institutes. ... We have had the His- 
torical School. And now we have the Institutionalists. 
Save in one or two privileged places, it is safe to say 
that, until the close of the War, views of this sort were 
dominant in German University circles; and in recent 
years, if they have not secured the upper hand 
altogether, they have certainly had a wide area of 
power in America. Yet not one single “law” deserving 
of the name, not one quantitative generalisation of 
permanent validity has emerged from their efiorts. 
r A certain amount of interesting statistical material. 
Many useiul monographs on particular historical 
situations. But of “concrete laws”, substantial uni- 
formities of "economic behaviour”, not one — all the 
really interesting applications of modern statistical 
technique to economic enquiry have been cajried 
through, not by the Institutionalists, but by men 
who have been themselves adept in the intricacies 
•> 

^ Kichard Jones, Colleeted Workt, pp. 21 (uid 22. Xhe oomparisoiKiB not 
sltogetber lair to Jones, who may have been very well justified in some ot 
bia oritioisms of the Bioardian system. Xhe true precursor of modem 
‘'Qaantitatire Boonomics'’ was Sir Josiah Oblld, who attempted to prove 
that tlie oonoomitaztoe of low interest rates and great riobea was an indica- 
tion that the latter was the result of the fomei. 
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of the “orthodox” theoretical analysis. And, at’ tffe 
end of the hundred years, the greatest slump in 
history finds them sterile and incapable of helpful 
comment — ^their trends gone awry and their dis- 
persions distorted.! Meanwhile, a few isolated 
thinkers, using the despised apparatus of d6K]uctive 
theory, have brought our knowledge of the theory of 
fluctuations to a point from which the fateful events 
of the last few years can be explained in general terms, 
and a complete solution of the riddle of depressions 
within the next few years does not seem outside the 
bounds of probability. 

4. But what, then, are we to say of the more 
detailed kind of reahstio studies? Having ascertamed 
the persistence of the fact of scarcity, the multiplicity 
of factors of production, ignorance of the future, and 
the other quaUtative postulates of his theory, is the 
economist then excused from the obligation of main- 
taining further contact with reality? 

The answer is most decidedly in the negative. 
And the negative answer is implicit in the practice of 
all those economists who, since Adam .Smith and ' 
Cantillon, have contributed most to the development 
of Economic Science. It has never been the case that 
the exponents of the so-called orthodox tradition have 
frowned upon reaUstic studies. As Menger pointed 
out 7 -ears ago, at the height of the Methodmstmt,^ 
the analytical school have never been the assailants 
in these controversies. Economics is not one of those 

A 

’ disaredit of the Historioal School in Germimy is Tory largely duo 
to the failure of its members to understand the ourrenoy disturbances of the 
War and the post-War period. It is not improbable that the utter failure of 
“ Quantitative Economies” to understand or prediot the groat depression 
may be foUoTTod by a similar revulsion. It irould oertainty be difficult to 
imagine a more complete or more oonspicuous exposure. 

t Die InfkUrm Preface, pp. iii. and iv. 
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social sciences which are always discussing method 
before proceeding to deliver the goods; if it hq^d not 
been for the Historical Scliool there would have been 
no methodological controversy save such as related to 
the status of particular propositions. The procedure 
of “orthodoxy” has always been essentially catholic. 
The attacks, the attempts to exclude, have always 
come from the other side. The analytics have always 
acknowledged the importance of “realistic” studies, 
and have themselves contributed much to the de- 
velopment of the technique of investigation. Indeed, 
it is notorious that the most important work of this 
kind has come, not from this or that “rebel” group 
who were calling in question the application in Eco- 
nomics of the elementary laws of thought, hut rather 
from just those men who were the object of their 
onslaught. In the history of applied Economics, the 
work of a Jevons, a Meuger, a Bowley, has much 
more claim on our attention "than the work of, 
say, a SchmoUer, a Veblen, or^ a Hamilton. And this 
is no accident. The fruitful conduct of realistic investi- 
gations can only he undertaken by those who have a 
firm grasp of analytical principle and some notion of 
what can and what cannot legitimately be expected 
from activities of this sort. 

But what, then, are legitimate expectations in 
this respect? We may group them under tfnree 
headings. 

The first and the most obvious is the provision of 
a check on the applicability to given situatioij? of 
different types of theoretical constructions. As we 
have seen already, the validity of a particular theory 
is a matter of its logical derivation from the general 
assumptions which it makes. But its applicc^iHiy to ei 
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given situation depends upon the extent to which 
concepts actually reflect the forces operating in that 
situafion. Now the concrete manifestations of scarcity 
are various and changing; and, unless there is con- 
tinuous check on the words which are used to describe 
them, there is always a danger that the area of applica- 
tion of a particular principle may be misconceived. 
The terminology of theory and the terminology ot 
practice, although apparently identical, may, in fact, 
cover dificrent areas. 

A simple illustration will make this clear. Accord- 
ing to pure monetary theory, if the quantity of money 
in circulation is increased and other things remain the 
same, the value of money must fall. This proposition is 
deducible from the most elementary facts of experience 
of the science, and its truth is independent of further 
inductive test. But its applicability to a given situation 
depends upon a correct understanding of what things 
are to be regarded as money; and this is a matter 
which can only be discovered by reference back to the 
facts. It may well be that over a period of time the 
concrete significance of the term ‘‘m9ney".^has altered. 
If then, while retaining the original term, Ve proceed 
to interpret a new situation in terms of the original 
content, we may be led into serious misapprehension. 
We may even conclude that the theory is fallacious. 
It ia, indeed well known that this has happened again 
and again in the course of the history of theory. The 
failure of the Currency School to secure permanent 
acceptance for their theory of Banking and the Ex- 
chaiTges, in other respects so greatly superior to that 
of their opponents, was notoriously due to their failure 
to perceive the importance of including Bank Credit 
in their conception of money. Only by continuous 
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silting and scrutiny of the changing body of facts' 
can such misapprehensions be avoided. 

Secondly, and closely connected with this first 
function of realistic studies, we may expect the sug- 
gestion of those auxiliary postulates whose part in the 
structure of analysis was discussed in the last chapter 
By inspection of different fi.elds of economic activity 
we may expect to discover types of the configuration 
of the data suitable for farther analytical study. 

Again, we may take an example from the theory 
of money. It will be clear from an inspection of the 
actual procedure of banks of issue that the effect upon 
the supply of money in the widest sense of given addi- 
tions to the reserve of precious metals will depend upon 
the exact nature of the law and practice concerning re- 
serve requirements. It follows, therefore, that in the 
full elaboration of the theory of money we must mtro- 
duce alternative assumptions, taking account of the 
various possibilities in this respect. It is clear that 
these are not possibilities which are necessarily easily 
exhausted by general reflections on the nature of 
banks of is^ue. Only close study of the facts is likely 
to reveal wUich assumptions are most likely to have 
a counterpart in reality, which assumptions, there- 
fore, it is most convenient to make. 

And, thirdly, we may expect of realistic studies, 
not merely a knowledge of the application of par- 
ticular theories, and the assumptions which make 
them appropriate to particular situations, bub also 
the exposure of area's where pure theory needs to be 
reformulated and extended. They bring to light ’’new 
problems. 

' Profesaor Jacob Vinar’s Oanadian Balam of International Indeblednete 
aad Broledwr Taussig’s Inlemaiitmal Trade prorido clossioal examples oi 
this fciod of investigation. 
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The best example of the unexplained residie*^ 
provided by those fluctuations of trade which have 
come’ to be known as the trade cycle. Elementary 
equilibrium theory, as is well known, does not provide! 
any explanation of the phenomena of booms and : 
slumps. It explains the relationships in an economic 
system on a state of rest. As we have seen, with a 
certain extension of its assumptions it can describe 
difierences between the relationships resulting from 
different configurations of the data. But it does not 


explain without further elaboration the existence 
within the economic system of tendencies conducive 


to disproportionate development. It does not explain 
discrepancies between total supply and total demand 
in the sense in which these terms are used in the 


celebrated Law of Markets.^ Yet unquestionably 
such discrepancies exist, and any attempt to interpret 
reality solely in terms of such a theory must neces- 
sarily leave a residue of phenomena not capable of 


being subsumed under its generalisations. 

Here is a clear case inhere empirical studies bring us 
face to face with the insufSoiencies of certam general- ' 
isations. And it is perhaps in the revelation of defi- 
ciencies of this kind that the main function of realistic 


studies in relation to theory consists.® The theoretical 
economist who wishes to safeguard the implications 
of hjs theory must be continually “trying out”, in the 
e:^lanation of particular situations, the generalisations 
he has already achieved. It is in the examination of 
particular instances that laoimss in the structure of 
existing theory tend to be revealed. 


i On all this see Eayek, Monetary Theory and the Trade Cycle, oii&ps 
i. aadii,, paseim, 

9 Another important fnnotion, this time in relation to praotioe, will be 
dieoussed in the next seotion. 
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But this is not in the least to say tliat the nohfions 
of the problems thus presented are themselves to be 
discovered by the mere multiplication of observations 
of divergences of this sort. That is not the function 
of observation, and the whole history of the various 
“inductive revolts” shows that all studies based on 
this expectation have proved utterly fruitless. This is 
particularly true of trade cycle theory. So long as the 
investigators of this problem were content with the 
multiplication of time series and the accumulation of 
coefheients of correlation, no significant advance was 
discernible. It was not until there arose men who 
were prepared to undertake the entirely different 
task of starting where elementary theoretical analysis 
leaves off and deriving from the introduction of 
fjjxther assumptions of the elementary qualitative 
nature we have already examined, an explanation of 
fluctuation which is compatible with the assumptions 
of that analysis, that progress^ began to be made. 
There can be no better example of the correct 
relationship between the two branches of study. 
Realistic studies may suggest the problem to be solved. 
They may test the range of applicability of the answer 
when it is forthcoming. They may suggest assump- 
tions for further theoretical elaboration. But it is 
theory and theory alone which is capable of supply- 
ing the solution. Any attempt to reverse the relaljon- 
ship must lead inevitably to the nirvana of purpose- 
less observation and record. 

Moreover — and this brings us back to the point 
from which we started — ^there is no reason to believe 
that the generalisations which may be elaborated to 
explam the residues thus discovered will be anything 
but general in ol^aiacter. For reasons which we have 
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already examined, tlic hope of giving permanent ^Sd 
particular content to the categories of pure analysis 
is Vain. By “trying out” pure theory on concrete 
situations and referring back to pure theory residual 
difficulties, we may hope continually to improve and 
extend our analytical apparatus. But that such 
studies should enable us to say what goods must be 
economic goods and what precise values will be 
attached to them in different situations, is not to be 
expected. To say this is not to abandon the hope of 
solving any genuine problem of Economics. It is 
merely to recognise what does and what does not lie 
within the necessary boundaries of om* subject-matter. 
To pretend that this is not so is just pseudo-scientific 
bravado. 

5. But to recognise that Economic laws are general 
in nature is not to deny the reality of the necessi- 
ties they describe or to derogate from their value as 
a means of interpretation and prediction. On the 
contrary, having carefully delimited the nature and 
the scope of such generalisations, we may proceed 
with all the greater confidence to clainji for them a’ 
complete necessity within this field. 

Economic laws describe inevitable implications. 
If the data they postulate are given, then the con- 
sequences they predict necessarily follow. In this 
sense they are on the same footing as other scientific 
laws, and as little capable of "suspension”. If, in a 
given situation, the facts are of a certain order, we 
are warranted in deducing with complete certainty 
th^ other facts which it enables us to describe are 
also present. To those who have grasped the implica- 
tions of the propositions set forth in the last chapter 
the reason is not far to seek. If the “given situation” 



122 SIGNIFICANOE OF ECONOMIC SCIENCE 


c^ofms to a certain patbern, certain otiior features 
must also be present, for their presence is “deduciblc” 
from the pattern originally postulated. The analytic 
method is simply a way of discovering the necessary 
consequences of complex collocations of facts — con- 
sequences whose counterpart in reality is not so 
immediately discernible as the counterpart of the 
original postulates. It is an instrument for “shaking 
out” all the implications of given suppositions. 
Granted the correspondence of its original assump- 
tions and the facts, its conclusions are inevitable and 
inescapable. 

All this becomes particularly clear if we consider 
the procedure of diagrammatic analysis. Suppose, for 
example, we wish to exhibit the effects on price of the 
imposition of a small tax. We make certain supposi- 
tions as regards the elasticity of demand, certain 
suppositions as regards the cost functions, embody 
these in the usual diagram, and we can at once read 
off, as it were, the efiocts on the price.^ They are 
implied in the original suppositi&ns. The diagram has 
-simply made /explicit the concealed implications. 

It is this inevitability of economic analysis which 
gives it its very considerable prognostic value. It has 
been emphasised sufficiently already that Economic 
Science knows no way of predicting out of the blue 
the configuration of the data at any particular point 
of time. It cannot predict changes of valuations. But, 
given the data in a particular situation, it can draw 
inevitable conclusions' as to their impHcations. And 
if the data remain unchanged, these implications mil 
certainly be realised. They must be, for they are 
implied in the presence of tire original data. 

^ See, t.g., Dalton, PMit Pinarux, 2nd edition, p, 73. 
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It is just here that we can perceive yet a furlSSi 
function for empirical investigation. It can bring to 
light" the changing facta which make prediction in any 
given situation possible. As we have seen, it is most 
improbable that it can ever discover the law of then 
change, for the data are not subject to homogene- 
ous causal influences. But it can put us in possession 
of information which is relevant at the particular 
moment concerned. It can give us some idea of the 
relative magnitude of the difierent forces operative. 
It can afford a basis for enlightened conjectures with 
regard to potential directions of change. And this 
unquestionably is one of the main uses of applied 
studies — ^not to unearth “empirical” laws in an area 
where such laws are not to be e3q)ected, but to pro- 
vide from moment to moment some knowledge -of 
the varying data on which, in the given situation, 
prediction can be based. It cannot supersede formal 
analysis. But it can suggest in different situations 
what formal analysis is appropriate, and it can provide 
at that moment some content for the formal categories. 

Of course, if other things do not-remam unchanged, ’ 
the consequences predicted do not necessarily follow. 
This elementary platitude, necessarily implicit in any 
scientific prediction, needs especially to be kept in 
the foreground of attention when discussing this kind 
of prognosis. The statesman who said "Ceims paribus 
be damned I” has a large and enthusiastic following 
among the critics of Economics! Nobody in his senses 
would hold that the laws of fliechanics were invali- 
da^ed if an experiment designed to illustrate them 
were interrupted by an earthquake. Yet a substantial 
majority of the lay public, and a good many soi-disant 
economists as well, are continually criticising well- 
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e^toWislied propositions on groin ids tardly less 
slender.' A protective tariff is imposed on the im- 
portation of commodities, tho conditions of whose 
domestic production make it certain that, if other 
things remain unchanged, the effect of such protection 
will be a rise in price. For quite adventitious reasons, 
the progress of technique, the lowering of the price of 
raw materials, wage reductions, or what not, costs are 
reduced and the price does not rise. In the eyes of 
the lay public and "Institutionalist” economists the 
generalisations of Economics are invalidated. The 
laws of supply and demand are suspended. The 
bogus claims of a science which does not regard the 
facts are laid bare. And so on and so forth. Yet, 
whoever asked of the practitioners of any other 

^ See, e.g„ the vaiioua statistical ‘‘cefutatiuns” oC the quantity theoiy 
of money whioh have appeared m recent yours. On all these the com- 
ment of Turrons on Tooke is all that need he said, “'rhe History of 
Prices may be rcf;arded os a psychological study. Mr. Tooke ooinmeuced 
hie labours as u iollowor of Hntner and Bici),cdo, and derived reSootod 
lustre from un alliance with those celebrated names; but bis capaoHy 
for collecting coutemporunoous facts preponderating over his perceptive 
and logical faculties, his aocumulauon of facts involved him in a labyrinth 
of error. Foiling to percclvo that a theoretical prinoiplo, although it may 
'irresistibly conm^d osseat under all olrcumstonoes ooinoiding with the 
premises from whioh it is deduced, must be applied with due limita- 
tion and corroction in all cases not ooinciding with tho premises, he fell 
into a total misoonception of the propouitlon advanced by Adam Smith, 
and imputed to that high authority the absurdity of maintainiug that 
variations in the quantity of money cause the money values of all com 
modities to vary in equal proportions, while the values of commodities 
in relation to each other, ate varying in unequal proportions. Beasoningi 
derived from this extraordinary misconception necessarily led to eAra 
ordinary oonolusions. Having satisfied himself that Adam Smith hac 
oorreotly established as a principle nnivorsally true that variations in the 
puiohaaing power of money oause the prices of all commodities to vary it 
equal proportions, and finding; os he pursued bis investigations into thi 
phenomena of the market at different periods, no instances in wbicfc ai 
expansion or contraotion of the circulation caused the pnoes of oommoditie 
to rise or fall in am equal ratio, he arrived by a striotly logical inferenoe fron 
the premises thus illogically assumed, at his grand discovery — that m 
inorease of the circulatmg medium can have tho effect of increasmg prices’ 
(TM Frimsiplet and OperaHon of Sir Robert Peel's Ael of 1844 Explains 
and D^endei, let edition, p. 76), 
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science that they should predict the complete coiliiae 
of an uncontrolled history? 

Now, no doubt, the very fact that events in the 
large are uncontrolled,^ that the fringe of given data 
is so extensive and so exposed to influence from 
unexpected quarters, must make the task of predic- 
tion, however carefully safeguarded, extremely hazard- 
ous. In many situations, small changes in particular 
groups of data are so liable to be counterbalanced by 
other changes which may be occurring independently 
and simultaneously, that the prognostic value of the 
knowledge of operative tendencies is small. But there 
are certain broad changes, usually involving many 
lines of expenditure or production at once, where a 
knowledge of implications is a very firm basis for con- 
jectures of strong probability. This is particularly the 
case in the sphere of monetary phenomena. There 
can be no question that a quite elementary knowledge 
of the Quantity Theory was of immense prognostic 
value during the War and the disturbances which 
followed. If the speculators who bought German 
marks, after the War, in the confident' expectation ’ 
that the mark would automatically resume its old 
value, had been aware of as much of the theory of 
money as was known, say, to Sir William Petty, they 
would have known that what they were doing was 

'*The alleged advantage of eoonoinio “planning" — namely, that it 
enables greater certainty with regard to the fnlnro— depends upon the 
oesumption that under “planning” the present oontrollmg forces, the 
ohotcea of individual spenders and savers, are tiiemselrrs brought under the 
oontrol of the planners. The paradox therefore arises that either the planner 
is destitute of the instrument of oaloulating the ends of the oommunity he 
intends to serve, or, if he restores the instrument, he removes the raison 
d’ffre of the “plan”. Of ooursa, the dilemma does not arise if be thinks 
himself capable of interpreting these ends or — what is much more pro liable— 
if he has no intention of serving any other ends hut those he thinks appro- 
priate. Strange to say this not infrequently happens. Scratch a would-be 
planner and you usually iind a would- w diotator. 
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nSiculous. Similarly, it becomes more and more 
clear, for purely analytical reasons, that, once the 
signs of a major boom in trade have made their 
appearance, the coming of slump and depression is 
almost certain; though when it will come and how long 
it will last are not matters which are predictable, 
since they depend upon human volitions occurring 
after the indications in question have appeared. So, 
too, in the sphere of the labour market, it is quite 
certain that some types of wage policy must result 
in unemployment if other things remain equal: and 
knowledge of how the “other things” must change 
in order that this consequence may be avoided makes 
it very often possible to predict with considerable 
confidence the actual results of given policies. These 
things have been verified again and again in practice. 
Today it is only he who is blind because he does not 
want to see who is prepared to deny them. If certain 
conditions are present, then, in the absence of new 
complications, certain consequences are inevitable. 

6. None the less, economic laws have their limits, 

' and, if we aijh to use them wisely, it is important that 
we should realise exactly wherein these limitations 
consist. In the light of what has been said already, 
this should not be difficult. 

The irrational element in the economist’s universe 
of discourse lies behind the individual valuation.* As 
we have seen already, there is no means available for 
determining the probable movement of the relative 
scales of valuation.^ Hence in all our analysis we take 

^ It diOQld be obaerved that ibis is not tbe same as saying that there is 
no means available for defining the probable movement of the demand curve. 
It is important to realise that the demand curve is to be ooneeived as derived 
from the more fundamental indifferent system, and it is to this latter that 
oar proposition relates. 
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the scales of valuation as given. It is only what folk vvs 
from these given assumptions that has the character 
of inevitability. It is only in this area that we find the 
r 4 gime of law. 

It follows, therefore, that economic laws cannot 
be held to relate to movements of the relative scales, 
and that economic causation only extends through the 
range of their original implication. This is not to say 
that changes in values may not be contemplated. 
Of course, changes in values are the main preoccupa- 
tion of theoretical Economics. It is only to say that, 
as economists, we cannot go behind changes in 
individual valuations. We may explain, in terms 
of economic law, relationships which follow from 
given technical conditions and relative valuations. 
We may explain changes due to changes in th^se 
data. But we cannot explain changes in the data 
themselves. To demarcate these types of change 
the Austrians' disfonguish between endogenous and 
exogenous changes. The ones occur within a given 
structure of assumptions. The others come from 
outside. , 1 

We can see the relevance of these distinctions to 
tlie problem of prognosis if we consider once more the 
implications of the theory of money. Given certain 
assumptions with regard to the demand for money, 
w€5, are justified in asserting that an increase in the 
volume of any currency will be followed by a fall in 
its external value. This is an endogenous change. It 
follows from the original assumptions, and, so long as 
thdy hold, it is clearly inevitable. We are not justified 
in asserting, however, as has been so often asserted 

* Seo espeoinUr Strigl, Atndtrungm in den DaUn der WirteclK^t {Jdht~ 
initherfnr NationtdohonomU uni Statistik, toI, oxxvili., pp. 641-602). 
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il3>4',ecent years, that if tho exchanges fall, inflation 
must necessarily follow. Wo know that very often this 
happens. We know that govormnents are often foolish 
and craven and that false views of the functions of 
money are widely prevalent. But there is no.inevitable 
connection between a fall in the exchanges and a 
decision to set the printing presses working. A new 
human volition interrupts the chain of “causation”. 
But between the issue of paper money and the fall in 
its external value, no change in the assumed disposition 
to action on the part of the various economic subjects 
concerned is contemplated. All that happens is, as 
it were, that the exchange index moves to a lower 
level. 

A more complicated example of the same dis- 
tipetion is provided by the Eoparations controversy. 
Suppose that it could bo shown tliat the external 
demand for German products was very inelastic, so 
that in the short period, at any„rate, tho degree of 
necessary transfer burden over and above the burden 
of paying the domestic taxes was very great. In such 
.oircumstancojp it might be argued that the present 
crisis was directly due to purely economic factors. 
That is to say that, up to the point at which panic 
supervened, the various complications were entirely 
due to obstacles implicit in the given conditions of 
world supply and demand.^ But suppose it can^be 
shown that the prime cause of the present difEculty 
was financial panic, induced by the fear of political 
revolt at the magnitude of the original tax burden, 
then it cannot be argued that the train of oausaifion 
was wholly economic. The political reaction to the 

> This is ths limiting case discussed in Dr. Maohlnp's Tranter und 
Preisbeuiegmg {Zeittduifl fClr Natimalohonomie, vol.i., pp. 556-S61), 
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tax burden intervenes. The “transfer crisis” alisea’ 
from exogenous causes.^ 

NoV there can be no doubt that this distinction is 
not always easy to draw. In some cases there may be 
a functional connection between rates of remimera- 
tion and increments of the quantity and the quality 
of the working population. How is this to be re- 
garded? So far as the response is concerned, it is 
endogenous. But so far as the configuration of the 
market demand is concerned, it is exogenous. New 
people with new scales of relative valuation appear. 
Again, as Professor Knight has often pointed out, the 
situation is further complicated by the fact that in 
some societies there exist definite financial incentives 
to certain individuals to produce changes in the data. 
Resources are devoted to changing technical know-< 
ledge by research, and the tastes of economic subjects 
by persuasion. In respect of such changes the distinc- 
tion is difl&cult to apply. We must admit that the 
system is “open”. Nevertheless, over a large part of 
the field the classification is inteUigible enough and a 
positive aid to clear thinking. Until mattert have been ’ 
clarified very much further its retention seems 
essential. 

^ Professor Soiiter says that words fail him to describe the type of 
mind that takes any pleasure in drawing suoh distinctions (op. ci(., p. ISO). 

Bnt swely, methodological considerations apart, there are very eolid reasons 
of convenience for observing them. I venture to suggest that if Professor 
Sonter had been asked to advise any Qovernment on such questions there 
wonld have come a point at which, having diagnosed the “economio" factory 
he would have turned and said, "But then, oi oonrse, there is the political 
problen; will people stand itf" And he might have added with Csutillon, 
“But that is not my business". Or, as true bine Hegelian, taking all know- 
ledge for his province, he might have then lannohed forth on a disquisition 
of what is and what is not politically possible. Bnt he would have made the 
distinotion. Exactly how he labelled it we might argno about in a iriendly 
way afterwards. 
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' In the same way it should h*- rocoguiscd that in the 
discussion of practical problems, certain kinds o( ex- 
ogenous changes, apparently closely connected with 
changes within the chain of economic causation, are not 
infrequently involved. In the sphere of monetary 
problems the danger that falling exchanges may in- 
duce the monetary authorities of the area involved 
to embark on inflation, will certainly be considered 
gernoano to the discussion. In the sphere of tariff 
policy, the tendency of the granting of a protective 
tariff to create monopolistic communities of mterest 
among domestic producers is certainly a probability 
which should not be overlooked by the practical ad- 
ministrator. Here and in many other connections there 
is a penumbra of psychological probabilities which, 
iov purely practical reasons, it is often very convenient 
to take into account.^ No doubt the kind of insight 
required into these problems is often of a very ele- 
mentary order — although it is surprising how many 
people lack it. No doubt most of the probabilities in- 
volved are virtual certainties. Men in possession of 
' their senses are not likely to question them us 
working maxims of political practice. Still, not all 


^ I venture, as in the first edition, to draw attention to tUe actual words 
need in this presoription. It is more accuraoy in mode of htatoment, not 
over-austerity in speculative range, for which I am pbaduig. I am very 
far from suggesting that, when ^scussing praotioal problems, economists 
should refrain from contemplating the piobdbility of those changed in the 
data whose causation falls outside the strict limits of Economic Science. In- 
deed, I am inclined to believe that there is here a field of sociological specula- 
tion in which economists may have a definite advantage over others. Cer- 
tainly it is a field in which hitherto they have done very much more than 
others — one has only to think of the various discussions of the possi^jp forms 
of a Tariff Commission in a democratio community or the necessary 
conditions of bureaucratic administration of productive enterprise to see 
the sort of thing I have in mind. All that I am contending is the desir- 
ability of recognising the dietinction between the kind of generalisation 
which belongs to this field and the kind which belongs to Economics 
proper. 
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participants in discussions of this sort are in possess5)i\ 
of thejr senses, and while it is highly desirable that the 
economist who Avishes that the applications of his 
science should be fruitful should be fully qualified in 
cognate disciplines, and should be prepared to invoke 
their assistance, it is also highly desirable that the 
distinction should be recognised between those 
generalisations which are economic in the sense in 
which the word has here been used, and those general- 
isations of the “sociological penumbra" which do not 
have the same degree of probability. Economists have 
nothing to lose by understating rather than over- 
stating the extent of their certainty. Indeed, it is only 
when this is done that the overwhelming power to 
convince of what remains can be expected to have 
free play. ■' 

7. All this has a very intimate bearing on the 
question which we left unanswered at the end of the 
last chapter. Is it nOt possible for us to extend our 
generalisations so as to cover changes of the data? We 
have seen in what sense it is possible to conceive of 
economic dynamics — ^the analysis of "the path through ’ 
time of a system making adjustments consequential 
upon the existence of given conditions? Can we not 
extend our technique so as to enable us to predict 
changes of these given conditions? In short, can we not 
franlb a complete theory of economic development? 

If the preceding analysis is correct the prospects 
are very doubtful. If we were able to ascertain once 
and for all the elasticities of demand for all possible 
commodities and the elasticities of supply of all factors, 
and if we could assume that these coefiicients were 
constant, then we might indeed conceive of a grand 
calculation which would enable an economic Laplace 
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to foretell the economic a|)pearancc of our miiversc at 

any moment in the future. But, as we have seen, 
useful as such calculations are for judging t£e im- 
mediate potentialities of particular situations, there 
is no reason for attributing to them permanent validity. 
Our economic Laplace must fail in that there are no 
constants of this sort in his system. We have, as it 
were, to rediscover our various laws of gravitation 
from moment to moment. 

But is it not possible in a more formal sense to pre- 
dict broad changes of the data? We may not be able 
to foretell particular tastes and the relationships be- 
tween particular commodities, but by including in our 
conception of endogenous change, changes such as 
those indicated above, responses of the population to 
Changes m income, induced invention, and so on, can 
we not still provide a formal outline of probable 
developments which shall be useful? 

Now there is no doubt that’’ so far as population 
change is concerned it is possible to conceive of move- 
ments as responsive to money incentives. We can 
conceive, a*s did” the classical economists, of a final 
equilibrium in which the value of the discounted future 
remuneration of labour is equal to the discounted costs 
of bearing, rearing, and training labourers. It is 
doubtful whether it is very profitable to assume this 
particular functional connection in dealing 'with 
societies other than communities of slave owners.. 
For, save in this case, it must be remembered that we 
are not entitled to assume, as did the classical econo- 
mists at one stage, that the costs which are equated 
to the gains are objective in character: the equilibrium 
rate outside the slave society is that which will mditoe 
the constant supply of labourers, not merely that which 
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makes it physiologically possible to support thosu* 
Still, for what it is worth, such an assumption can be 
made. 

But even so we have only described in formal terms 
a condition of final equilibrium. We have done nothing 
which enables us to predict changes in the ultunate 
conditions of supply of labourers. The broad vicissi- 
tudes of opinion on the optional size of family or the 
most desirable entourage of slaves — ^theso lie outside 
the scope of our technique of prediction. Who is to say 
whether the present influences on the size of the 
family, which bid fair, if they continue for a few 
millennia, to reduce the population of Europe to a few 
himdred thousands of people, will persist, or whether 
they will give way before the onset of new faiths, new 
conceptions of duty, new conceptions of the essential^ 
of a good life? We may all venture our guess. But 
surely economic analysis can have very little to do 
with it. > 

Nor are the prospects improved when we turn to 
the sphere of technical change and invention. As 
Professor Schumpeter has emphasised, itfis very diffi- 
cult to conceive even of equilibrium adjustments here. 
Perhaps with some ingenuity it could be done. But how 
would that help us to predict — ^what would be neces- 
sary for a theory of development in the sense in which 
we are now using the word — the nature of the changes 
forthcoming? What technique of analysis could pre- 
dict the trends of inventions leading on the one hand 
to the coming of the railway, on the other to the in- 
ternal combustion engine. Even if we think that, if 
we know the technique, we can predict the type of 
economic relationship associated with it, which of 
course is highly disputable, how can we predict the 
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teAniquc? As the examples ixisi quoted amply illus- 
trate, it is not at all true that the trend is all in one 
direction. Wo need postulate no ultimate inuctcr- 
minism, if we assume that, from the point of view of 
our system, such changes are unpredictable. 

So, too, when we turn to the question of changes in 
the legal framework within which we conceive the 
adjustments we study to operate. There is an im- 
portant sense in which the subject-matter of political 
science can be conceived to come within the scope of 
our definition of the economic. Systems of govern- 
ment, property relation sliips, and the like, can be 
conceived as the result of choice. It is desirable that 
this conception should be further explored on lines 
analogous to better known analysis. But how can wo 
tell in advance what choice will be made? How can 
we predict the substance of the political indifference 
systems? 

It is well known that the claim has been made to 
interpret the evolution of political forms in terms of 
the distribution of “economic”'power and the play of 
' “economic” ‘interest. And it would be foolish to deny 
that, within limits, elucidations of this sort can be 
provided which are at least intelligible. But on closer 
examination the limits within which this sort of thing 
is possible are seen to be much narrower than is often 
believed to be the case. We may perhaps explain 
particular political changes in terms of the “interest” 
of particular groups of producers ; the machinery of 
the market affords at least a loose and superficial 
index of short period interest which is capable olt ob- 
jective definition. But the plausibility of the more 
grandiose explanations of this kind rest upon the as- 
sumption that the interests of larger groups are equally 
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capable of objective definitiou. Aod this is not iinie. ’ 
So far from providing a justification for this kind 
of economic explanation, economic analysis suggests 
that it is definitely false. The concept of interest in- 
volved in all these explanations is not objective, but 
subjective. It is a function of what people believe and 
feel. And there is no technique in economics which 
enables us to forecast these permutations of the spirit. 
We may forecast their eSects when they have occurred. 
We may speculate with regard to the effects of hypo- 
thetical changes. We may consider alternative forms 
and enquire concerning their stability and tendency to 
change. But as regards our actual capacity to foretell a 
process of change, with its manifest dependence on the 
heterogeneous elements of contingency, persuasion, and 
blind force, if we are humble, we shall be modest ia ou^ 
pretensions. 

Thus in the last analysis the study of Economics, 
while it shows us a region of economic laws, of necessi- 
ties to which human action is subject, shows us, too, 
a region in which no slich necessities operate. This is 
not to say that within that region tiiere i5 no law, no 
necessity. Into that question we make no enquiry. It 
is only to say that from its point of view at least there 
are certain things which must be taken as ultimate 
data. 



CHAPTER VI 

THE SIGNIEIOANCE OB' ECONOMIC SCIENCE 

]. We now approach the last stage of our investi- 
gations. We have surveyed the subject-matter of 
Economics. We have examined the nature of its 
generalisations and their bearing on the interpretation 
of reality. Wo have finally to ask: What is tlie 
significance of it all for social Ufo and conduct 1 What 
is the bearing of Economic Science on practice? 

2. It is sometimes thought that certain develop- 
ments in modern Economic Thepry furnish hy them- 
sdves a set of norms capable of providing a basis for 
political practice. The Law of rDiminishing Marginal 
Utility is hedd to, provide a criterion of all forms of 
political and social activity affecting distribution. Any- 
thing conducive to greater equality, which does not 
adversely affect production, is said to be justified by 
this law; anything conducive to inequality, condemned. 
These propositions have received the support of yery 
high authority. They are the basis of much that is 
written on the theory of public finance.^ No less an 
authority than Professor Caonan has invoked them, to 
justify the ways of economists to Fabian Socialists.?' 
They have received the widest countenance in number- 

^ See, e,g„ Edgeworth, TM Pwt Theory tf TmUion (Pajjers Jtelating 
to Potiti^ Seorumy, rol.ii., p. 63 >eq,), 

' See Seonomieo and SooMim {Tht Meonomio OuUook, pp. 69-62). 

136 
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less works on Applied Economics. It is sale to say that 
the ^eat majority of English economists accept them 
as axiomatic. Y et with great diffidence I venture to sug- 
gest that they are in fact entirely unwarranted by any 
doctrine of scientific economics, and that outside this 
country they have very largely ceased to hold sway. 

The argument by which these propositions are 
supported is familiar : but it is worth while repeating 
it explicitly in order to show the exact points at which 
it is defective. The Law of Diminishing Marginal 
Utilityjmplies that the more one has of anything the 
less^one values additional units thereof. Therefore, ' 
it is said, the more real income one has, the less one 
values additioiial units of income. Therefore the 
marginal utility of a rich man’s income is less than 
the marginal utility of a poor man's income. Thecie-^ 
fore, if transfers are made, and these transfers 3Q"hot 
appreciably affect production, total utility will be in- 
creased. Therefore,* such transfers are "economically 
justified". Quod erat demonslraiidum. 

At first sight the’plaiuiibility of the argument is 
overwhelming. But on closer inspection it is seen to' 
be merely specious. 'It rests upon an extension of 
the conception of diminishing marginal utility into a 
field in which it is entirely illegitimate. The "Law of 
Diminishing Marginal Utility" here invoked does not 
follow in the least from the fundamental conception of 
economic goods; and it makes assumptions which, 
whether they are true or false, can never be verified 
by , observation or introspectioh. The proposition we 
are examining begs the great metaphysical question 
of the scientific comparability of different individual 
experiences. This deserves further examination. 

The Law of Diminishing Marginal Utility, as we 
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have ^een, is derived from the conception of a scarcity 
of means in relation to the ends which they serve, It 
assumes that, for each individual, goods can be ranged 
in order of their significance for conduct ; and that, in 
the sense that it will be preferred, we can say that one 
use of a good is more important than another. Proceed- 
ing on this haais, we ean oonvpase the order in whieh 
one individual may be supposed to prefer certain 
alternatives with the order in which they are pre- 
ferred by another individual. In this way it is possible 
to build up a complete theory of exchange.^ 

But it is one thing to assume that scales can be 
drawn up showing the order in which an individual 
will prefer a series of alternatives, and to compare the 
arrangement of one such individual scale with another 
iVis q,uite a different thing to assume that behind sue! 
arrangements lie magnitudes which themselves can be 
compared. This is not an assumption which need any 
where be made in modern economic analysis, and it 
is an assumption which is of an entirely different 
kind from the assumption of individual scales of rela- 
'tive valuation. The theory of exchange assumes that 
1 can compare the importance to me of bread at 6d. 
per loaf and 6d. spent on other alternatives presented 
by thfe o£ tha tQsxkfife. Amd it aasumea 

that the order of my preferences thus exhibited can 
be compared with the order of preferences of the 
baker. But it does not assume that, at any point, it 
is necessary to compare the satisfaction which I get 
from the spending of 6d. on bread with the satis- 

1 So many have been the miseonoeptious based upon an imperfect under- 
standing of this generalisation that Br. Hioka has suggested that its preeent 
name be diBca^qd..altogether O'ltd the title Law of Inereasiog Bate of Snb- 
jstitntion i^jidopted injt? plfwei, Personally, £ prefer the established 
teiminology, but it is clear that tbore is mnoh to be said for the suggestion. 
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faction wkicli the Baker gets by receiving it.’ That 
comparison is a comparison of an entirely different 
nature. It is a comparison which is never needed 
in the theory of equilibrium and which is never 
implied by the assumptions of that theory. It is a 
comparison which necessarily falls outside the scope 
of any positive science. To state that A's preference 
stands above B’s in order of importance is entirely 
different from stating that A prefers n to m and B 
prefers n and m in a different order. It involves an 
clement of conventional valuation. Hence it is essen- 
tially normative. It has no place in pure science. 

If this is still obscure, the following considerations 
should be decisive. Suppose that a difference of opinion 
were to arise about A’s preferences. Suppose that I 
thought that, at certain prices, he preferred w to 
and you thought that, at the same prices, he preferred 
m to n. It would be easy to settle our differencesln a 
purely scientific njgnner. Either we could ask A to 
tell us. Or, if we refused to believe that introspection 
on A’s part was possible, we could expose him to the 
stimuli in question and observe his behaMour.l^ithen 
test would be such as to provide the basis for a settle- 
ment of the difference of opinion. 

But suppose that we differed about the s&tisfactioh 
derived by A from an income of £1,000, and the satis- 
faction derived by B from an income of twice that 
magnitude. Asking them wquld provide no solution. 
Supposing they differed, i/k. might urge that he had 
more satisfaction than B at the margin. ^^Vhile B 
mi ^nt urge that, on the contrary, he had more satis- 
faction than A. We do not need to be slavish 
behaviourists to realise that here is no scientific 
evidence. There is no means of testing the magyiitvde of 
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A’ S’drCtisf action as emnpnred with B's. If we tcbted the 
state of tlieir Wood-stroams, that would he a test ol 
blood, not satisfaction. Introspection does not eifable 
A to measure wliat is going on in B’s mind, nor B bo 
measure what is going on in A’s. There is no way of 
comparing the satisfactions of different people. 

Now, of course, in daily life we do continually 
assume that the comparison can be made.'' But the very 
diversity of the assumptions actually made at difierent 
times and in different places is evidence of their con- 
ventional nature. In Western democracies we assume 
for certain purposes that men in similar circumstances 
are capable of equal satisfactions. Just as for pur- 
poses of justice we assume equality of responsibility 
in similar situations as between legal subjects, so for 
purposes of public finance we agree to assume equality 
of capacity for experiencing satisfaction from equal 
incomes in similar circumstances as between economic 
Bubiect8.\ But, although it may be convenient to as- 
sume this, there is no way of proving that the assump- 
tion rests on ascertainable fact; And, indeed, if the 
'representative of .some other civilisation were to 
assure us that we were wrong, that members of his 
caste (or his race) were capable of experiencing ten 
times as much satisfaction from given incomes as 
members of an inferior caste (or an “inferior” race), 
we could not refute him. We might poke fun at him. 
We might flare up with indignation, and say that his 
valuation was hateful, that it led to civil strife, un- 
happiness, unjust privilege, and so on and so forth. 
But we could not show that he was wrong in any 
objective sense, any more than we could show that we 
were right. And since in our hearts we do noi regard 
difierent men’s satisfactions from similar means as 
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equally valuable, it would really be rather silly if we 
continued to pretend that the justification for our 
scheme of things was in any way scientific. It can be 
justified on grounds of general convenience. Or it can 
be justified by appeal to ultimate standards of obliga- 
tion. But it cannot be justified by appeal to any 
kind of positive science. 

Hence the extension of the Law of Diminishing 
Marginal Utility, postulated in the propositions we are 
examining, is illegitimate. And the arguments based 
upon it therefore are lacking in scientific founda- 
,tion. Recognition of this no doubt mvolves a sub- 
stantial curtailment of the claims of much of what 
now assumes”the status of scientific generalisation in 
current discussions of applied Economics.h^he concep- 
tion of diminishmg relative utility (the convexity 
downwards of the indifference curve) does not justify 
the inference that transferences from the rich to the 
poor will increase total satisfaction. It does not tell us 
that a graduated income tax is less injurious to the 
social dividend than a non-graduated poll tax. Indeed, 
all that part of the theory of pubho finance which deals 
with “Social Utility” must assume a different signifi- 
cance. Interesting as a development of an ethical 
postulate, it does not at all follow from the positive 
assumptions of pure theory. It is simply the accidental 
deposit of the historical association of Enghsh Eco- 
nomics with Utilitarianism: and both the utilitarian 
postulates from which it derives and the analytical 
Economics with which it has been associated will be 
the better and the more convincing if this is clearly 
recognised.^ 

1 Cp. Davenpoit, V«lue and Diitribution, pp. 301 and 071; Bonham, 
Eeonomio Welfare (Economica, June, 1930, pp. 173-187); M. St, Braon, 
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But supposing this were not sd Suppose that we 
could bring ourselves to believe iu the positive 
status of these conventional assumptions, the com- 
mensurability of difierent experiences, the equality 
of capacity for satisfaction, etc. And suppose that, 
proceeding on this basis, we had succeeded in show- 
ing that certain policies liad the effect of increasing 
“social utility”, even so it would be totally illegitimate 
to argue that such a conclusion by itself warranted 
the inference that these policies ought to be carried out. 
For such an inference would beg the whole question 
whether the increase of satisfaction in this sense was 
socially obligatory.' And there is nothing within the 
body of economic generalisations, even thus enlarged 
by the inclusion of elements of conventional valua- 
tion, which affords any means of deciding this question. 
Proaositions involving “ought” are on an entirely 


Theorie der staatlichen Wtrlsclutftapolitik, pp. 41-44. JJven Profoasor Irving 
Fuller, anxious (o provide a jusUScalion lor hu slntistioal mothoirfor 
measuring “marginal utility", oan find no bvtlor apology for bis procedure 
than that “Fhilosopbio doubt is right and proper, but tho problems of Hie 
.cannot and do notVait’’ (^cammio Essays in Honowr of John Balts Clark, 
p. 180). It doss not seem to me that the problem of measuring marginal 
utility as between individuals is a partioularly pressing problem. But 
whether this is so or not, the fact remains that Professor Fisher solves his 
problem only by making a conventional assumption. And it does not seem 
that it anywhere aids the solution of practical problems to pretend that 
oonvontional assumptions have soiontifie justification. It does not make me 
a more docile democrat to be told that i am equally capable of experieno. 
ing aatisfaotion as my neighbour; it fills mo with indignation. But I am 
perfectly willing to accept the statement that it la eonvenieat to assume that 
' this is the ease. I am quite willing to accept the argument — indeed, ai 
distinct from believers in the racial or proletarian myths, I very firmly believe 
— that, in modem conditions, spoieliea which proceed on any other asaump 
tion have an inherent instability. But we are past the Jays when demor rao] 
could be made acceptable by the pretence that judgments of valu^ ace jiuig 
m^tp gf soienti^ fact, I am afraid that the same strictures apply to the highli 
ingenious Metludsfor Measuring Marginal Vtility of Professor Bagnar Frisch 
^ Fsyohologicat hedonism in so far as it went beyond the individua 
may have involved a non-soientifio aasumption, but It was not by itsel 
a neoessary justification for ethical hedonism. 
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diffei’cnt plane from propositions involvmg “is"* .'’But 
more of this later.^ 

5. Exactly the same type of stricture may be 
applied to any attempt to make the criteria of free 
equilibrium in the price system at the same time the 
criteria of “economic justification” ^ The pure theory 
of equilibrium enables us to understand how, given 
the valuations of the various economic subjects and 
the facts of the legal and technical environment, 
a system of relationships can be conceived from which 
there would be no tendency to variation. It enables 
us to describe that distribution of resources which, 
given the valuations of the individual concerned, 
satisfies demand moat fully. But it does not by itself 
provide any ethical sanctions. To show that, under 
certain conditions, demand is satisfied more ade- 
quately than under any alternative set of conditions, 
^^does not prove that that set of conditions is desirable. 
There is no penumbra of approbation round the 
theory of equilibrium. ^Equilibrium is just equi- 
librium'.' 

Now, of course, it is of the essence of the concep*' 
tion of equilibrium that, given his initial resources, 
each individual secures a range of free choice, bounded 
only by the limitations of the material environment 
and the exercise of a similar freedom on the part 
of ihe other economic subjects. In equilibrium each 
individual is free to move to a difierent point on his 
lines of preference, but he does not move, for, in the 
circumstances postulated, any' other point would be 
less preferred. Given certain norms of political philo- 
sophy, this conception may throw an important light 
upon the types of social institutions necessary bo 

* S<jo b«lov, Sootion 4. 
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achiviVe them.'' Bub frecdo)n to choose tuay not be 
regarded as an ultimate good. The creation of a 
state of affairs offering the maximum freedom of choice 
may not bo thought desirable, having regard to other 
social ends. To show that, in certain conditions, the 
ma xiTmiTu of freedom of this sort is achieved is not 
to show that those condition.^ should be sought 
after. 

Moreover, there are certain obvious limitations on 
the possibility of formulating ends in price offers. To 
secure the conditions within which the equilibrating 
tendencies may emerge there must exist a certain legal 
apparatus, not capable of being elicited by price bids, 
yet essential for their orderly execution.® The negative 
condition of health, immunity from infectious disease, 
ie*not an end which can be wholly achieved by in- 
dividual action. In urban conditions the failure of one 
individual to conform to certain sanitary requirements 
may involve all the others in an epidemic. The secur- 
ing of ends of this sort must necessarily involve the 
using of factors of production in a way not fully com- 
■patible with complete freedom in the expenditure of 
given individual resources. And it is clear that society, | 
acting as a body of political citizens, may formulate 
e nd s which interfere much more drastically than this 
with the free choices of the individuals composing it. 
There is nothing in the corpus of economic analysis 
which in itself affords any justification for regarding 
these ends as good or bad. Economic analysis can 

1 See two very important papers by Professor Plant, Oo-ordination avi 
Cotnpetiiim in Transport {JawrmU of the Institiile of Transport, vol.*siii., 
pp. 127-136); Trends in Business Administration {Beonomica, No. 36, 
pp. 4.6-62). 

t On the place of the legal framoworh of Economio Aotivity, the 
" organisation” of the Noonomy as he oalls it, Dr, Strigl’s work oited above 
is very illuminating. See Strigl, op, cil.i pp. 86-121. 
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simply point out the implications as regards ths dia-" 
posal of means of production of the various patterns , 
of enus which may he chosen. 

For this reason, the use of the adjectives “eco- 
nomical” and “uneconomical” to describe certain 
policies is apt to be very misleading. The criterion 
of economy which follows from our original definitions 
is the securing of given ends with least means.\ It is, 
therefore, perfectly intelligible to say of a certain 
policy that it is uneconomical, if, in order to achieve 
certain ends, it uses more scarce means than are 
necessary. Once the ends by which they are valued 
are given as regards the disposition of means, the 
terms “economical ” and “uneconomical” can be used 
with complete intelligibility. 

But it is not intelligible to use them as regards 
ends themselves. As we have seen already, there are 
no economic ends.^ There are only economical and 
uneconomical ways pf achieving given ends. We can- 
not say that the pursuit of given ends is uneconomical 
because the ends are uneconomical; we can only say 
it is uneconomical if the ends are purs'aed with an , 
unnecessary expenditure of means. 

Thus it is not legitimate to say that going to war is 
uneconomical, if, having regard to all the issues and 
all the sacrifices necessarily involved, it is decided 
thajj the anticipated result is worth the sacrifice. It is 
only legitimate so to describe it if it is attempted 
to secure this end with an unnecessary degree of 
sacrifice. 

Pt is the same with measures more specifically 
"economio”—to use the term in its confused popular 
sense. If we assume that the ends of public policy are 

t See Ohapter IX., Seciione Z aad 3, above. 
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tha safeguarding of conditions under whicli individual 
demands, as reflected in the price system, are satisfied 
as amply as possible under given conditions, then, save 
in very special circumstances which are ceitahily not 
generally known to those who impose such measures, 
it is legitimate to say that a protective tariff on 
wheat is uneconomical in that it imposes obstacles 
to the achievement of this end. This follows clearly 
from purely neutral analysis. But if the object in view 
transcends these ends — if the tariff is designed to bring 
about an end not formulated in consumers' price 
offers — ^the safeguarding of food supply against the 
danger of war, for instance — it is not legitimate to say 
that it is uneconomical just because it results in the 
impoverishment of consumers. In such circumstances 
iihe only justifi.cation for describing it as uneconomical 
would bo a demonstration that it achieved this end 
also with an unnecessary sacrifice of means.^ 

Again, we may examine the case of minimum wage 
regulation, ft is a well-known generalisation of 
theoretical Economics that a wage which is held above 

' the equilibrium level necessarily involves unemploy- 
ment and a diminution of the value of capital. This is 
one of the most elementary deductions fi’om the theory 
of economic equilibrium. The history of this country 
since the War is one long vindication of its accuracy.^ 
The popular view that the validity of these "static” 
deductions is vitiated by the probability of "dynamic 
improvements” induced by wage pressure, depends 
upon an oversight of the fact that those "improve- 

^ See a paper by the present author on The Case of AgrieuJtuare in Tariffs: 
The Case Mxammed (edited by Sir William Bereridge). 

B Hioks, The Theory of Wages, ohs. ijc and x. On the evideaoe of post- 
war history, Dr, Benham’s Wages, Prices and Unemployment (Sconomist, 
June 20, 19$i) should be oonsulted. 
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menfcs” sire themselves one ol the manilestatidhs o£ 
capital wastage.^ But such a policy is not necessarily 
bo be described as uneconomical. lt‘, in the society im- 
posing such a policy, it is generally thought that the 
gain of the abseuce of wage payments below a certain 
rate more than compensates for the unemployment 
and losses it involves, the policy cannot be described 
as uneconomical As private individuals we may think 
that such a system of preferences sacrifices tangible 
increments of the ingj'edients of real happiness for the 
false end of a mere diminution of inequality. We may 
suspect that those who cherish such preferences are 
deficient in imagination. But there is nothing in 
scientific Economics which warrants us in passing 
these judgments. Economics is neutral as between 
ends. Economics cannot pronounce on the validity cif 
ultimate judgments of value. 

4. In recent years, certain economists, realising this 
inability of Economics, thus conceived, to provide 
within itself a series of principles binding upon practice, 
have urged that the boundaries of the subject should 
be extended to include normative stirdies. Mr. Hawtrey 
and Mr. J. A. Hobson, for instance, have argued that 
Economics should not only take account of valuations 
and ethical standards as given data in the manner ex- 
plained above, but that also it should pronounce upon 
the ultimate validity of these valuations and standards. 

’ It is curious that this should not have been more generally realised, 
for it is usually the moat enthusiastio exponents of this view who also 
denoni^oe most vigorously the unemploymenl “cauaod” by mtionulisation. 
It is, of oourae, the neuesslty of the cumrereion of capital into forma \rhioh 
ore profitable at the higher wage level which is responsible both for a 
shrinhoge in social oapital and the creation of on industrial struotnie 
incapable of allording full employment to the whole working population. 
There is no reason to expect permanent unemployment ae a result of 

rationalisation not iuduoed by wages above the equilibrium lave], 
r 
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“Effohomics”, bays Mr. Hawtrey, “cannot be dia- 
sociated from Ethics”.^ 

Unlortunately it does not seem logically possible 
to associate the two studies in any form but mere 
juxtaposition. Economics deals with ascertainable 
facts ; ethics with valuations and obligations. The two 
fields of enquiry are not on the same plane of discourse. 
Between the generalisations of positive and normative 
studies there is a logical gulf fixed which no ingenuity 
can disguise and no juxtaposition in space or time 
bridge over. The proposition that the price of pork 
fluctuates with variations in supply and demand follows 
from a conception of the relation of pork to human 
impulses which, in the last resort, is verifiable by intro- 
spection and observation. Wo cun ask people whether 
<iiey are prepared to buy pork and how much they 
prepared to buy at different prices. Or we can 
watch how they behave when equipped with currency 
and exposed to the stimuli of the pig-meat markets.* 
But the proposition that it is mong that pork should 
be valued, although it is a proposition which has 
greatly influenced the conduct of different races, 

'■ See Hawtrey, The Econmio Problem, etpooially pp. 184 and 203-215, 
and Hobson, Wealth and Ltfe, pp. 112-140. I baro oxnmiiiod Mr. Hiiyrtrey’s 
oontentions in some detail m an article entitled, Mr. Hawtrey on the Scope 
of Mconomioa {Seomnnica, Ho, 20, pp. 172-178). But in that artiole I made 
certain statementB with regard to the olaims of “welfare Economics’’ whicli 
I shoold now wish to formulate rather differently. Moreover, at that time 
I did not understand the nature of the idea of preoiaion in eoonomio generali- 
sations, and my argument contains one entirely unnecessary eonoession to 
the oritios of Economics. On the main point under disoussion, however, 
1 have nothing to retract, and in I'bat follows I have borrowed one or two 
sonlences from the lost few paragraphs of the artiole. 

’ On all this it seems to me that the elucidations of Max W^r ore 
quite definitive. Indeed, I confess that I am quite unable to nnderstand 
how it can he conceived to he possible to call this part of Max Weber’s 
methodology in question. (See Der Sinn der "WertfreiheU" der Soziologiachen 
•and Okonomiechen fTiesetiachaften, Oeeammelte Anfedtze ettr Wwaensehaftalehre, 
pp, 451.802.) 
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is a proposition wJiich we cannot conceive ’being’ 
verified at all in this manner. Propositions involving 
the verb “ought” are different in kind from proposi- 
tions involving the verb “is”. And it is difficult to see 
what possible good can be served by not keeping them 
separate, or failing to recognise their essential dif- 
ference. ^ 

All this is not to say that economists may not 
assume as postulates different judgments of value, 
and then on the assumption that these are valid enquire 
what judgment is to be passed upon particular pro- 
posals for action. On the contrary, as we shall see, it 
is just in the light that it casts upon the significance 
and consistency of different ultimate valuations that 
the utility of Economics consists. Applied Economics 
consists of propositions of the form, “If you want tp 
do this, then you must do that.” “If such and such is 
to be regarded as the ultimate good, then this is cl^ly 
incompatible with it.” All that is implied in the distinc- 
tion here emphasised is that the validity of assumptions 
relating to the value of what exists or what may exist 
is not a matter of scientific verificatipn , as is the validitju 
of assumptions relating to mere existence. 

Nor is it in the least implied that economists should 
not deliver themselves on ethical questions, any more 
than an argument that botany is not aesthetics is to 

‘*Mt. J. A. Hobson, oommenting on a passage in my oritioism of Mr. 
Hawtrey wbicb was oouobed in somewhat similar terms, protests that 
“this is a refusal to recognise any empirical modvi vivendi or oontaot between 
eoonomio values and human values” (Hobson, op, cit,, p, 129). Pronisely, 
but why should Mr. Hobson, of all men, omnplain! My procedure simply 
empt%s out of Eoonomios — ^what Mr. Hobson himself bos never oeased to 
proclaim to bo an Illegitimate intrusion — any “economio" presumption that 
the valuations of the market-place are ethioally respectable. I cannot help 
feeling that a great many of Mr. Hobson’s strictures on the procedure of 
Economic Science fall to the ground if the view of the scope of its subject- 
matter euagested above be explicitly adopted. 
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eayjbbat botanists should not have views of their own 
on the lay-out of gardens. On the contrary, it is 
greatly to be desired that economists should 'have 
speculated long and widely on these matters, since 
only in this way will they be in a position .to appre- 
ciate the implications as regards given ends of problems 
which are put to them for solution. We may not 
agree with J. S. Mill that “a man is not likely to be 
a good economist if he is nothing else.” But we may 
at least agree that he may not be as useful as he other- 
wise might be. Our methodological axioms involve 
no prohibition of outside interests! All that is con- 
tended is that there is no logical connection between 
the two types of generalisation, and that there is 
nothing to be gained by invoking the sanctions of one 
to reinforce the conclusions of the other. 

And, quite apart from all questions of methodology, 
tKelle is a very practical justification for such a pro- 
cedure. In the rough-and-tumble gf political struggle, 
differences of opinion may arise either as a result of 
difierences about ends or as ar result of differences 
jabout the ra^ans of attaining ends. Now, as regards 
the first type of difference, neither Economics nor any 
other science can provide any solvent. If we disagree 
about end^it is a case of thy blood or mine— or live 
and let live, according to the importance of the differ- 
ence, or the relative strength of our opponents. Blut, 
if we disagree about means, then scientific analysis 
can often help us to resolve our differences. If we dis- 
agree about the morality of the taking of interest (and 
wo understand what we are talking about), ^ then tSere 
is no room for argument. But if we disagree about the 
objective implications of fluctuations in the rate of 
'■ See below, Section C. 
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interest, then ecouoniic analysis should enable uv? to’ 
settle our dispute. Shut Mr, Ha^vt^ey in a room as 
Soordtary of a Committee composed of Bentham, 
Buddha, Lenin and the Head of the United States 
Steel Corporation, set up to decide upon the ethics of 
usury, and it is improbable that he could produce an 
“agreed document”. Set the same committee to deter- 
mine the objective results of State regulation of the 
rate of discount, and it ought not to bo beyond Imman 
ingenuity to produce unanimity — or at any rate a 
majority report, with Lenin perhaps dissenting. 
Surely, for the sake of securing what agreement we 
can in a world in which avoidable differences of 
opinion are all too common, it is worth while care- 
fully delimiting those fields of enquiry where this kind 
of settlement is possible from those whore it is not to 
be hoped for^ — is worth while delimiting the neutral 
area of science from the more disputable area of rioral 
and political philosophy. 

6. But what, then, is the significance of Economic 

1 In fact, of oourse, such lias been the praotico of soononiistB of the 
"orthodox” tradition erar sinoo the emergence of soient.'fio economics. See, 
«.ff„Cantillon, Essat mr la Nniun dii Ommene (lligga’ ad., p. 86) "It ia also* 
a question outside of my subjeot whether it is letter to hsTO a great mni- 
litude ol inhabitRuts poor and badly provided, than a smaller number 
much more at their ease”. See also Ricaido, iVofti on Matthis, P. 18^! 
“It has been well said by M. Say that it is not the province of the Political 
Economist to advise— he Is to teli you how you may become rioli, but he 
is not to advise you to prefer riches to indolence or indolence to riches 
Of spurse, occasionally among those economists who have worked with a 
hedonistic bias, there has been confusion of the two kinds of proposition. 
IJut tills liR' not happened to anything like tiie extent commonly biiggested. 
Most of the allegations of bias spring from unwillingness to believe the facts 
(hat economic analysis brings to light. Tho proposition that real wages 
above the equilibrium point involvo unemployment is a perfectly neutral 
inference from one of the most olomentary proposipons in theoielieal 
ooonomiuB. But it is difficult to mention it m some oiroles without hemir 
accused, if not of sinister interest, at least of a hopeless oiaa agmnst the 
poor and the unfortimate. Similarly at the present day it is difficult to 
enunciate the platitude that a general tariff on imports will affect foreign 
demand for our exports without teing thought a traitor to one s country. 
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Sciejifte? We have aeen Lhat it provides, within its 
own structure of generalisations, no norms which are 
binding in practice. It is incapable of deciding as 
between the desirability of different ends. It is funda- 
mentally distinct from Ethics. Wherein, then, does 
its unquestionable significance consist? 

Surely it consists in just this, that, when we are 
faced with a choice between uliimates, it enables us to 
choose with full awareness of the implications of what 
we are choosing. Faced wi^ the problem of deciding 
between this and _that, we are not entitled to look to 
Economics for the ultimate decision. There is nothing 
in Economics which relieves us of the obligation to 
choose. There is nothing in any kind of science which 
can decide the ultimate problem of preference/. But, 
to be completely rational, we must know what it is 
we prefer. We must be aware of the implications 
of 'Che alternatives. For rationality in choice is 
nothing more and nothing less than choice with com- 
plete awareness of the alternatives rejected. And it is 
just here that Economics acquires its practical signi- 
^cance. It cab make clear to us the implications of the 
different ends we may choose. It makes it possible for 
us to will with knowledge of what it is we are willing. 
It makes it possible for us to select a system of ends 
which are mutually consistent with each other.^ 

An example or two should make this quite cl^ar. 
Let us start with a case in which the implications of 

^ It is perhaps desirable to emphasise that the consistency which is made 
possible is a consistency of aohieTement, not a consistency of ends. The 
achievement of one end may beheld to be inconsistent with the achiev^ent 
of another, either on the plane of valuation, or on the plane of objeotive 
possibility. Thus it may he held to he ethically inconsistent to serve two 
masters at once. It is objectively inconsistent to arrange to be with each 
of them at the some time, at diffareut places. It is the latter kind of incon- 
sistency in the sphere of social policy which scientific Economics should 
make it possible to eliminate. 
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one act of choice are elucidated. We may revert once' 
more to an example we have already considered — ^the 
impdsition of a protective tariff. We have seen already 
that there is nothing in scientific Economics which 
warrants our describing such a policy as good or bad. 
We have decided that, if such a policy is decided upon 
with Ml consciousness of the sacrifices involved, there 
is no justification for describing it as uneconomical. 
The deliberate choice by a body of citizens acting 
collectively to frustrate, in the interests of ends such 
as defence, the preservation of the countryside, and 
so on, their several choices as consumers, cannot be 
described as uneconomical or irrational, if it is done 
with full awareness of what is being done. But this 
will not be the case unless the citizens in question 
are fully conscious of the objective implications qf 
the step they are taking. And in an extensive 
modern society it is only as a result of intricate 
economic analysis that they may be placed in pos- 
session of this knowledge. The great majority, even 
of educated people, called upon to decide upon 
the desirability of, let us say, prot,ection for agricuU. 
ture, think only of the effects of such measures on 
the protected industry. They see that such measures 
are likely to benefit the industry, and hence they 
argue that the measures are good. But, of course, as 
every first year student knows, it is only here that the 
problem begins. To judge the further repercussions 
of the tariff an analytical technique is necessary. This 
is why in countries where the -level of education in 
Economics is not high, there is a constant tendency to 
the approval of more and more protective tariffs. 

Nor is the utility of such analysis to be regarded 
as confined to decisions on isolated measures such as 
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*the-iniposibion of a single tariff. Tt, enables us to 
judge more complicated systems of policy. It enables 
ns to see what sefs of ends are compatible with each 
other and what are not, and upon what conditions 
such compatibility is dependent. And, indeed, it is just 
here that the possession of some such technique be- 
comes quite indispensable if policy is to be rational. 
It noay be just possible to will rationally the achieve- 
ment of particular social ends overriding individual 
valuations without much assistance from analysis. 
The case of a subsidy to protect essential food sup- 
plies is a case in point. It is almost impossible to 
conceive the carrying through of more elaborate 
policies without the aid of sucli an instrument.^ 

We may take an example from the sphere of 
i^onetary policy. It is an unescapabJe dfldunfcion irom 
the first principles of monetary theory that, in a world 
in which conditions are changing at different rates in 
different monetary areas, it is impossible to achieve at 
once stable prices and stable exchanges.® The two 
ends-— in this case the “ends” are quite obviously sub- 
ordinate to other major norms of policy — are logically 
incompatible. You may try for one or you may try 
for the other — ^it is not certain that price stability is 
either permanently attainable or conducive to equili- 


i All this Hliould be a .snlfioient answer In Miose who conlinnally lay it 
down that ‘'aooial life la too complex e matter to be judged by economic 
anolyala”. It ia becanaa aooial life is so complicated that economic analysis 
is necessary if we are to understand even a part of it. It is usually those who 
talk most about the oomplazity of life and the insusceptibility of human 
behaviour to any kind of logroal analysis who prove to have the most 
timplisU intelleotiial and emotional make-up. He who has really gliupsed 
the imtional in the speinga of human action will have no "fear” that it can 
ever be killed by logio. 

* See Keynes, A Traci on Moneiuiy Refom, pp. Ifi4-l55; also an 
interesting paper by JUr. D H. Robertson, Bou) do We Want Oold to Behave f 
reprinted in the Internathnal (fold Problem, pp. 18-46, 
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brium generally— but you cannot rationally try for 
botli. If you do, there must be a breakdowji. These 
conclusions are well known to all economists. Tot 
without some analytical apparatus how few of us 
would perceive the incompatibility of the ends in 
question! 

And even this is a narrow example. Without 
economic analysis it is not possible rationally to choose 
between alternative ^sterns of society. We have seen 
already that if we regard a society which permits 
inequality of incomes as an evil in itself, and an equali- 
tarian society as presenting an end to be pursued 
above all other things, then it is illegitimate to regard 
such a preference as uneconomic. Eut it is not pos- 
sible to regard it as rational unless it is formulated 
with a full con8ciou.snes8 of the nature of the sacrifice 
which is thereby involved. And we cannot do this 
unless we understand, not only the essential nature 
of the capitalistic mechanism, but also the necessary 
conditions and limitations to which the type of 
society proposed as as substitute would bo sulqect. 
It is not rational to will a certain, end If one is not. 
conscious of what sacrifice the achievement of that 
end involves. And, in this supreme weighing of alter- 
natives, only a complete awareness of the implications 
of modern economic analysis can confer the capacity 
to yadge rationally. 

But, if this is so, what need is there to claim any 
larger status for Economic Science? Is it not the 
burden of our time that we do not realise what wo are 
doin'g? Are not most of our difficulties due to just this 
fact, that we will ends which are incompatible, not 
because we wish for deadlock, hut because we do not 
realise their incompatibility. It may well be that there 
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maj' -axist dificrenccs as regards ultimate ends in 
modern society which render some conflict inevitable, 
But it is clear that many of our most pressing diffi- 
culties arise, not for thk reason, but because our aim? 
arc not co-ordinated. tAs consumers we will cheapness 
as producers we choose security. We value one dis 
tribution of factors of production as private spenders 
and savers. As public citizens we sanction arrange 
ments which frustrate the achievement of this distri 
bution. We call for cheap money and lower prices 
fewer imports and a larger volume of trade.’^ Tht 
different “ will-organisations ” in society, althougl 
composed of the same individuals, formulate diffcrenl 
preferences. Everywhere our difficulties seem tc 
arise, not so much from divisions between th( 
different members of the body politic, as from, a: 
it were, split personalities on the part of each om 
of them.* 

To such a situation, Economics brings the solven 
of knowledge. It enables us to conceive the far 
reaching implications of alterfiative possibilities o 
-policy. It does not^ and it cannot, enable us to evad 
the necessity of choosing between alternatives. But 
it does make it possible for us to bring our different 
choices into harmony. It caimot remove the ultimate 
limitations on human action. But it does make it 
possible within these limitations to act consistently. 
It serves for the inhabitant of the modern world with 
its endless interconnections and relationships as an 

i Cf. M. S, Braun, TImrii StaatUelun Wirtsck^ttpolitih, p, 6. . 

‘ In this way eoonomio analysU reveals still further examples of a 
phenomenon to which attention has often been drawn in recent discussion 
of the theory of Sovereignty in PuUio Law, See Piggia, Oh/urrhea in the 
Mod&n Slate; Maitland. Introi/uclim to Qierke’s VoUiisal Theories of the 
Middle Ages, Laalri, The Problem of Saivieigntj/, Aittkorifj/ in the Modem 
State, 
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extension of his perceptive apparatus. It proviiies a 
technique of rational action. 

This, then, is a further sense in which Economics 
I can be truly said to assume rationality in human 
society. It makes no pretence, as has been alleged 
so often, that action is necessarily rational in the 
sense that the ends pursued are not mutually incon- 
sistent. There is nothing in its generalisations which 
necessarily implies reflective deliberation in ultimate 
valuation. It relies upon no assumption that indi- 
viduals will always act rationally. But it does depend 
for its practical raison d^itre upon the assumption 
that it is desirable that they should do so. It does 
assume that, within the bounds of necessity, it is desir- 
able to choose ends which can be achieved han 
raoniously. 

And thus in the last analysis Economics docs 
depend, if not for its existence, at least for its signifi- 
cance, on an ultimate valuation — the affirmation that 
rationality and ability to choose with knowledge is 
desirable. If irrationality, if the sun’ender to the blind 
force of external stimuli and uncp-ordJnated impulse 
at every moment is a good to be preferred above all 
others, then it is true the raison d'Urs of Economics 
disappears. And it is the tragedy of our generation, 
red with fratricidal strife and betrayed almost beyond 
belief by those who should have been its intellectual 
leaders, that there have arisen those who would up- 
hold this ultimate negation, this escape from the 
tragic necessities of choice which has become conscious. 
'With all such there can be no argument^, The revolt 
against reason is essentially a revolt against life 
itself. But for all those who still affirm more positive 
values, that branch of knowledge which, above all 
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btUera, ia ilie symbol tiud safeguard of rationality in 
social arrangements, must, in the anxious days wliicli 
are to come, by very reason of tliis menace to tkat for 
wkick it stands, possess a peculiar and a keigktened 
eignificance. 
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